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CNL Lifestyle Properties, Inc., formerly CNL income Properties, Inc.,

is a real estate investment trust (REIT) that invests in income-producing
properties with a focus on lifestyle-related industries. We acquire and
lease properties primarily on a long-term, triple-net lease basis to tenants
and operators that we consider to be significant industry leaders.

Our investment strategy is focused on properties that generally offer
potential for long-term revenue based on demographics and other
underwriting criteria. Our portfolio is diversified by geography, operator
and asset classes, and includes golf, ski and mountain lifestyle properties,
attractions and other lifestyle-related assets.

As of December 31, 2007, CNL Lifestyle Properties owned interests in a
portfolio of 100 properties in the United States and Canada, and had nine
loans outstanding to companies engaged in the operation or development
of lifestyle-related properties.

CNL Lifestyle Properties is sponsored by CNL Financial Group, Inc,,
one of the nation’s largest privately held real estate investment and
development companies.

WHAT IS A REIT?

A REIT is a corporation that:

o Combines the capital of many investors to acquire
or provide financing for real estate

o Offers the benefits of a real estate portfolio under
professional management

a Generally does not pay corporate federal income tax,
and nearly all of its income is distributed to stockholders

o Pays distributions to stockholders of at least
90 percent of its taxable income each year
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At CNL Lifestyle Properties, we believe today’s families have a strong
appetite for memorable experiences. In 2007, we continued to build a
portfolio of golf, ski and mountain lifestyle, attractions and other lifestyle
properties that provides opportunities to pursue these experiences.
Individually, many of these properties have shown their appeal season after
season, and some are special places where families return year after year to
create their own personal memories.

As of year end, we had acquired interests in 100 properties across multiple
lifestyle-related asset classes, with a combined value of more than

$1.9 billien. Each of these asset classes represents less than 35 percent of
our real estate investments at year end and each offers activities that we
believe will enjoy sustained consumer demand.

For example, Baby Boomers are expected to play more golf - increasing
their number of rounds by 75 to 100 million over the next 20 years,
according to the National Golf Foundation. On the slopes, among the
most prominent trends noted in the 2007 National Ski Areas Association
{NSAA) National Demographic Study is the continued aging of the

visitor base, with strong growth in skiers and riders aged 45 and older.

The fact that older participants are being retained in the sport in
significant numbers is a welcome plus for the industry. According to

the NSA A Journal 2006/2007, the ski industry continues to maintain
strong rates of profitability, with an average operating profit margin of
24.8 percent, up from 24.4 percent in 2005/2006. These results indicate a
fifth consecutive strong year for profit margins for the industry. The NSAA
Journal also reports that this season the total revenue per skier visit was
up in each region of the country, a significant indicator of the overall
health of the industry. Spending at attractions in the U.S. is expected to
increase from $12 billion in 2007 to nearly $14 billion in 2011, according
to Pricewaterhouse Coopers - Global Entertainment and Media Outlook:
2007-2011. Attractions attendance is forecast to increase from 341 million
in 2007 to 367 million in 2011, according to Pricewaterhouse Coopers LLP.

While each property and asset class in the CNL Lifestyle Properties’
portfolio is distinct, as a whole we believe our portfolio represents an
investment that is marked by a sound management style anchored by
the following factors:

Long-Term, Triple-Net Leases: Since our inception in 2004, we have
applied the triple-net lease model, generally, establishing long-term
relationships with our tenants and operators. In this structure, we purchase
a property that meets our investment criteria and then lease it back to

a tenant/operator who we consider to be a significant industry leader to
manage the property. Leasing properties on a triple-net lease basis means
the tenants are generally responsible for property expenses, including
praperty taxes, maintenance and repairs, utilities and insurance, in
addition to their base rent payments. Triple-net leases provide us with
rental income for stockholders’ distribution payments and customary
company expenses. At year-end 2007, approximately 90 percent of

our wholly owned properties featured long-term, triple-net leases of
typically 20 to 30 years.

Significant Industry Leaders: Our ability to select quality tenants/ :
operators and structure long-term, triple-net lease agreements combine \
1o create a generally stable source of income during seasonal lulls at our

various properties. Our capital enables them to expand activities to grow

their operations without having their capital overly invested in real estate.
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Cross-Defaulting of Leases: Most of our tenants operate multiple
properties as a "portfolio” on our behalf. In general, we require the tenants
to enter into leases for each property that are cross defaulted with all other
leases in their respective portfolio, which we believe provides shareholders
added protection, stability and leverage. For example, if one property

in a portfolio is underperforming, our tenant may use excess cash flows
from better performing properties in their portfolio to subsidize rent
payments for the underperforming property, or if a tenant defaults under
one property lease, we can place them in default under all of their leases,
giving us more leverage in a default scenario to enforce payment or offer

a new tenant a larger portfolio to operate. Additionally, as a part of each
transaction, we generally require our tenants/operators to post deposits
that equate to six months rent.

Healthy FFO Payout Ratio: Funds from operations, FFQ, is a figure
used by REITs to define the cash flow from their operations, and is often
used to determine ability to pay distributions to shareholders. Qur FFO
for the year ended December 31, 2007, was approximately $118.4 million,
or $0.74 per share,* which exceeded our distributions of $94.1 million,
or $0.60 per share, paid to investors.

DISTRIBUTION RATE PER QUARTER**
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Low Leverage: At year end, our portfolio was leveraged at
approximately 29 percent, including our share of debt from
unconsolidated entities. Our long-term target is not to exceed

50 percent leverage. Currently, this low level of debt provides us with
certain flexibility that companies with higher leverage may not have.
Additionally, during this period of ¢credit constriction, we do not have
immediate borrowing needs and have no eminent maturities until 2010.

* FFO, based on the revised definition adopted by the National Association of Real Estate
Investment Trusts (NAREIT) and as used herein, means net income determined in
accordance with GAAP, excluding gains or losses from sales of property, plus depreciation
and amortization of real estate assets and after adjustments for unconsolidated partnerships
and joint ventures.

Distributions may be considered a return of capital to the extent the amount of such
distributions exceed net income calculated in accordance with generally accepted accounting
principles ("GAAP™). Approximately 62.2% of the cash distributions for the year ended
December 31, 2007 represent a return of capital if calculated using GAAP net income as the
basis. Net earnings on a GAAP basis include deductions for depreciation expense. Due to the
fact that net earnings includes deductions for depreciation expense and other non-cash items,
management believes that net earnings does not reflect the amount of funds available for
distribution. No assurance can be made that distributions will be sustained at current levels,

-

.

In Q3 2004, stockholders actually received $0.1342 per share, In determining this rate,

the company’s directors considered the fact that no distributions were paid to stockholders

in Q2 2004. Distributions in 2004 were not covered by funds generated from operations as
the company had just commenced operations in June 2004 and the company’s orly acquisition
in that year occurred in December 2004.




Diversification: During 2007, our portfolio grew from 52 properties
in 18 states and two Canadian provinces to 100 properties in 28 states
and two Canadian provinces. At year end, we had 21 different operators
overseeing our 100 properties across the golf, ski and mountain lifestyle,
attractions and other lifestyle property asset classes.

As mentioned earlier, no asset class represents more than 35 percent of
our portfolio. Within a given asset class, we have diversified further by
having multiple operators within the asset class and by owning a variety
of types of properties. Our golf portfolio, for example, includes a mix of
public and private clubs.

GEOGRAPHIC DIVERSIFICATION
As of December 31, 2007

4 10 SKI & MOUNTAIN LIFESTYLE ¢ B DESTINATION RETAIL

#® 45 GOLF COURSES a1 MERCHANDISE MART

© 24 ATTRACTIONS % 1 DEALERSHIP

& 10 MARINAS ® 1 LEISURE ACCOMCDATION

100 ACQUIRED PROPERTIES
¢ 4 COMMITTED TO BE ACQUIRED****

2007 FINANCIAL RESULTS

During the year ended December 31, 2007, we received approximately
$755.2 million in gross proceeds from stock offerings. We used the

majority of these proceeds to acquire interests in lifestyle-related properties,

In 2007, net cash from operating activities was approximately
$117.2 million as compared to approximately $45.3 million in 2006.
Funds from operations for the year ended December 31, 2007,

were approximately $118.4 million ($0.74 per share) as compared

to approximately $40.0 million ($0.64 per share} for the year

ended December 31, 2006. For the year ended December 31, 2007,
net income totaled approximately $35.5 million ($0.22 per share) as
compared to approximately $19.4 million ($0.31 per share) for 2006.

Distributions paid to shareholders totaled approximately
$94.1 million in 2007 as compared to $33.7 million in 2006.
The annualized distribution rate for the twelve months ended
December 31, 2007, was 6.0 percent as compared to 5.6 percent
for the twelve months ended December 31, 2006.

As of January 1, 2008, the monthly distribution was $0.05125 per share,
which if paid over a 12-month period, is equal to 6.15 percent.**

**** There is no guarantee CNL Lifestyle Properties will purchase the properties it has
committed to acguire.

Great Lakes Marina
Muskegon, M




Elitch Gardens
Denver, CO

LOOKING AHEAD

Today, our partfolio is growing and becoming increasingly

diversified - both geographically and by asset class. We believe our
strategy has resulted in sound financial results and “Owning America’s
Lifestyle” has grown from an idea to a reality embodied by this portfolio
of 100 lifestyle properties. To view our portfolio of properties, please visit
our Web site at www.cnllifestylereit.com.

We remain steadfast in our commitment to expand our portfolio, pursue
new opportunities and continue to enhance value for our sharcholders.

Thank you for the opportunity to be the stewards of your investment in
CNL Lifestyle Properties, Inc.

R. BYRON CARLOCK, JR.
Chief Executive Officer & President
CNL Lifestyle Properties, Inc.
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JAMES M. SENEFF, JR.
Chairman of the Board
CNL Lifestyle Properties, Inc.
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ROBERT A. BOURNE
Vice Chairman of the Board
CNL Lifestyle Properties, Inc.

From Left

James M. Seneff, ir,
R. Byron Carlock, Ir,
Robert A, Bourne
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PART 1

STATEMENT REGARDING FORWARD LOOKING INFORMATION '

The following information contains forward-tooking statements within the meaning of Section 27A of the
Securities Act of 1933, as amended, and Section 21E of the Securmes Exchange Act of 1934, as amended. These
statements generally are characterized by the use of terms such as “may,” “will,” “should,” “plan,” “anticipate,”
“estimate,” “intend,” “predict,” “‘believe” and “expect” or the negative of these terms or other comparable
terminology. Although we believe that the expectations reflected in such forward-looking statements are based
upon reasonable assumptions, our actual results could differ materially from those set forth in the forward-
looking statements. Some factors that might cause such a difference include the following: conditions affecting
the CNL brand name, increased direct competition, changes in general economic conditions, changes in
government regulations, changes in local and national real estate conditions, our ability to obtain additional lines
of credit or permanent financing on satisfactory terms, changes in interest rates, availability of proceeds from our
offering of shares, our ability to identify suitable investments, our ability to close on identified investments,
inaccuracies of our accounting estimates, our ability to locate suitable tenants and operators for our properties
and borrowers for our mortgage loans and the ability of such tenants and borrowers to make payments under their
respective leases or loans. Given these uncertainties, we caution you not to place undue reliance on such
statements. We undertake no obligation to publicly release the results of any revisions to these forward-looking’
statements that may be made to reflect fiture events or circumstances or to reﬂecl the occurrence of
unanticipated events.

AT

Item 1. -Business : o W

(3

GENERAL

CNL Income Properties, Inc. is a Maryland corporation organized on August 11, 2003. We operate as a real
estate investment trust, or REIT. The terms “us,” “we,” “‘our,” “our company” and “CNL Income Properties”
include CNL Income Properties, Inc. and each of our subsidiaries. We have retained CNL Income Company,
LLC (f/k/a CNL Income Corp.) {our “Advisor”) to provide management, acquisition, disposition, advisory and
administrative services. Our offices are located at 450 South Orange Avenue within the CNL Center at City

Commons in Orlando, Florida 32801.

We primarily invest in lifestyle properties in the United States and Canada that we lease on a long-term
basis (generally five to 20 years, plus multiple renewal options) to tenants or operators who we consider to be
significant industry leaders. We define lifestyle properties as those properties that reflect or are impacted by the
social, consumption and entertainment values and choices of our society. On a more limited basis, we also offer
mortgage, mezzanine and other financing related to interests in lifestyle real estate, A

[

At March 1, 2008, we had a portfolio of 100 lifestyle propertiés within eight asset classes: Marinas, Ski and
Mountain Lifestyle, Destination Retail, Golf, Merchandise Marts, Attractions, Dealerships and Lifestyle
Residential. Ten of these 100 properties are owned through unconsolidated ventures and three are located in
Canada. Also, at March 1, 2008, we have made 11 loans, nine of which are outstanding and we have committed
to acquire four additional properties. Our properuee are generally leased on a long-term basis to either third-party
tenant operators or to affiliated lenants who comracl with third-party managers that we con51der to be mgmﬁcam
mduslry leaders,

Asset classes. Although the eight asset classes listed above are the asset classes in which we have invested
and are most likely to invest in the future, we may acquire or invest in any type of property that we believe has
the potential to generate long-term revenue. Certain of our properties may feature characteristics that are
common to more than one of the target asset classes that we have. For example, real estate in and around ski
resorts may also feature golf courses. We will continue to sell shares of common stock and obtain debt financing,
o fund future acquisitions, however, we have no specified any percentage of net offermg proceeds and debt
proceeds to be invested in any particular type of property. . . :




Our tenants and operators. We generally attempt to lease our properties to tenants and operators who we
consider to be significant industry leaders. We consider a tenant or an operator to be a mgmﬁcam industry
leader” if it has one or more of the following traits:

«" many years of experience operating in a particular industry as compared with other operators in that
industry, as a company or through the experience of its senior management,

+ many assets managed in a particular industry as compared with other operators in that industry; and/or

+ is deemed by us to be a dominant operdtor in a particular mdustry for reasons other than those listed
above. :

Our leases and ventures. As part of our net lease investment strategy, we either acquire properties directly
or purchase interests in entities that own the properties we acquire. Once we acquire properties, we either lease
them back to the original seller or to a third-party operator. These leases are usually triple-net leases which
means our tenants are generally responsible for repairs, maintenance, property taxes, ground lease or permit
expenses (where applicable), utilities and insurance for the properties that they lease. Our joint ventures will
lease properties either to our venture partner or to third-party operators generally on a triple-net. We typically
structure our leases to provide for the payment of a minimum annual base rent with periodic increases in base
rent over the lease term. In addition, our leases provide for the payment of percentage rent normally based on a
percentage of gross revenues at the property over certain thresholds.

.To a lesser extent, when beneficial to our venture structure, cerfain properties may be leased to wholly-
owned tenants that are taxable REIT subsidiaries or that are owned through taxable REIT subsidiaries (referred to
as'“TRS"” entities). Under this structure, we engage third-party managers to conduct day-to-day operations. Under
the TRS leasing structure, our results of operations will include the operating results of the underlying properties
as opposed to rental income from operating leases that is recorded for properties leased to third-party tenants.

Qur lifestyle residential properties are typically leased under short-term leases (typically one year) to multiple
tenants and require the payment of base rent only.

We have entered into joint ventures where our partners may subordinate their returns to our minimum
return. This structure provides us with some protection against the risk of downturns in performance but may
allow our partners to obtain a higher rate of return on their investment than we receive if the underlying
performance of the properties éxceeds certain thresholds.

'Our loans. As part of our lending strategy, we haveé made and may continue to make or to acquire loans
(including mortgage, mezzanine or other loans) with respect to any of the asset classes in which we are permitied
to invest. We generally make loans to the owners of properties, to enable them to acquire land, buildings or both,
or to develop property or as part of a larger acquisition. In exchange, the owner generally grants us a first lien or
collateralized interest in a participating mortgage collateralized by the property or by interests in the entity that
owns the property. Our loans generally require fixed interest payments and may provide for variable participating
interest based on the amount of revenue generated at the encumbered property. We expect that the interest rate
and terms for long-term mortgage loans (generally, 10 to 20 years) will be similar to the rate of returns on our
long-term net leases. Mezzanine loans and other financings for which we have a secondary-lien or collateralized
interest will generally have shorter terms (one o two years) and higher interest rates than our net leases and tong-
term mortgage loans. With respect to the loans that we make, we generally seek loans with collateral values
resulting in-a loan-to-value ratio of not more than 85%.

Our common stock offerings. As of December 31, 2007, we raised approximately $1.9 billion (192.7
million shares) through our public offerings. During the period January 1, 2008 through March 1, 2008, we raised
an additional $62.4 million (6.2 millicn shares). We have and will continue to use the net proceeds from our
offerings to acquire properties and make loans and other permitied investments,
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Tax status. We currently operate and have elected to be taxed as a REIT for federal income tax-purposes
beginning with the taxable year ended December 31, 2004. As a REIT, we generally will not be subject to federal
income tax at the corporate level (o the extent we distribute annually. at least 90% of our taxable income, If we
fail to qualify as a REIT in any taxable year, we will be subject 10'federal income tax on our taxable income at
regular corporate rates and’ will not be permitied to qualify for ireatment as a REVT for federal income 1ax
purposes for four years following the year in which our qualification is lost.

Seasonality and competition. Many of the asset classes in which we invest experience seasonal
fluctuations in their business due to geographic location, climate and weather patlerns. As a result, these
businesses experience seasonal variations in revenues that may require our operators to supplement revenue from
their properties in order to be able 10 make scheduled rent payments to us. We experience competition from other
REITs, real estate partnerships, mutual funds, institutional investors, specialty finance companies, opportunity
funds and other investors, including, but not limited to, banks and insurance companies, many of which will have
greater financial resources than we do for the purposes of leasing and financing properties within our targeted |
asset classes. These competitors often also have a lower cost of capital and are subject to less regulation. This
competition impacts both our ability to find real esiate investments and tenants. We may also face competmon
from other funds in which affiliates of our Advisor may pamcnpale : , .

Significant tenants and liorrowers. For the year ended December 31, 2007, we had three tenants that
individually accounted for 10% or more of our aggregate total revenues. We lease three of our ski and mountain
lifestyle properties to affiliates of Booth Creek Ski Holdings, Inc. (“Booth”), which generated rental income of
$18.4 million or 13.1% of total revenue for the year ended December 31, 2007. We lease six ski and mountain
lifestyle properties to affiliates of Boyne USA, Inc. (“Boyne™), which generated $22.9 million or 16.2% of total
revenue. In addition, we lease seven attraction properties to affiliates of PARC Management, LLC (“PARC™),
which generated rental income of approximately $26.1 million or 18.5% of total revenue. Additionally. we made
three loans to Booth that generated interest income of $1.8 miltion or 1.2% of total revenue during the year ended
December 31, 2007. All of these leases and loans were entered into during 2007 and we expect the proportion of
rental and interest income that we receive from Booth, Boyne and PARC to decrease over time as we continue to-
grow'and acquire additional properties.

FINANCIAL INFORMATION ABOUT INDUSTRY SEGMENTS

Our current business consists of acquiring, owning, leasing, developing and investing in lifestyle propemes
in the United States and Canada. We evaluate all of our lifestyle properties as a single industry segment and
review performance on a property-by-property basis. Accordingly, we do not réport segment information.

FINANCIAL INFORMATION ABOUT GEOGRAPHIC AREAS |

We have one consolidated- ‘property located in Canada that generated total revenue of dpprox1mately $5.5
million and $2.5 million for the years ended December 31, 2007 and 2006, respectively. Prior to 2006, we did not
have any consolidated properties located outside the United Siates. We also own two properties located in
Canada through unconsolidated entities that generated a combined equity in losses of approximately $0.2 million
during the year ended December 31, 2007 and equity in earnings of approximately $0.9 million and $1.0 miilion,
respectively, for the years ended December 31, 2006 and 2005. All of our other revenues and income were
generated from properties or investments domiciled in the United States.

ADVISORY SERVICES

We have engaged CNL Income Company, LLC as our Advisor. Under the terms of the advisory agreement,
our Advisor has responsibility for our day-to-day operations, administers our bookkeeping and accounting
functions, serves as our consultant in connection with policy decisions 10 be made by our board of directors,
manages our properties, loans, and other permitied investments and renders other services as the board of
directors deems appropriate. In exchange for these services, our Advisor is entitled to receive certain fees from

3




O

us. First, for supervision and day-to-day management of the properties and the mortgage loans, our Advisor
receives an asset management fee, which is payable monthly, in an amount equal to 0.08334% per month based
on the total real estate asset value of a property (exclusive of acquisition fees and-acquisition expenses), the. -
outstanding principal amounts of any loans made by us and the amount invested in any other permitted
investments as of the end of the preceding month. Second, for the selection, purchase, financing, development, -
construction or renovation of real properties and services related to the incurrence of debt, our Advisor receives:
an acquisition fee equal to 3% of the gross proceeds from our common stock offerings and loan proceeds from
debt, lines of credit and other permanent financing that we use to acquire propemes or to make or acqunre loans
and other permitted investments. . : ' "

- In addition, we reimburse our Advisor for all of the costs it incurs in connection with the services it provides
to us. However, in accordance with the advisory agreement, our Advisor is required to reimburse us for the
amount by which the total operating expenses (as described in the advisory agreement) incurred by us in any four
consecutive fiscal quarters (the “Expense Year”) exceed the greater of 2% of average invested assets or 25% of
net income (the “Expense Cap”). The first Expense Year was the twelve months ended June'30, 2005, for which -
our operating expenses exceeded the Expense Cap by $0.4 million. Therefore, such amount was recorded as a
reduction in operating expenses and was reimbursed by our Advisor. Fof each Expense Year ended following the
initial measurement period, operating expenses did not exceed the Expense Cap.

The current advisory agreement continues until April 2008, and thereafter may be extended annually ispon
mutual consent of our Advisor and our entire board of directors, including our Independent Directors, unless
terminated at an earlier date upon 60 days prior written notice by either party. As of the date of this filing, the
board of directors approved the extension of the advisory agreement for an additional year through Aprit 2009.

EMPLOYEES

Reférence is made to Item 10. “Directors, Executive Officers and Corporate Governance” in our Defi nitive
Proxy Statement for a listing of our executive officers, We have no employees, other than our executlve officers,
who are compensated by our Advisor. : ’

AVAILABLE INFORMATION

We make available free of charge on our Internet websnte www.cnllifestylereit.com, our Annual Report on
Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K, and, if applicable, amendmeénts to
those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as
amended, as soon as reasonably practicable after we electronically file such material with, or furnish it to, the
Securities and Exchange Commission (the “Commission™). The public may read and copy any materials that we
file with the Commission at the Commission’s Public Reference Room at Room 1580, 100 F Street, N.E.,
Washington, D.C. 20549 and may obtain information on the Public Reference Room by calting the Commission
at 1-800-SEC-0330. The Commission maintains an internet site that contains reports, proxy and information
statements, and other information that we file electronically with the Commission (http://www.sec.gov).




lterﬁ 1A. Risk Factors
Company Related Risks

We may be unable to invest the proceeds we receive from our common stock offerings in a timely manner.
We have and expect to continue to raise capital through our current-and future common stock offerings, If we
experience delays in using this capital to acquire properties or make loans, it may reduce the rate of distributions
that we pay to our stockholders as a result of the dilution that occurs from uninvested offering proceeds.
Additionally, if we are unable to locate suitable third- -party tenants for our properties, it may further delay our
ability to dC(]UlI‘C propeme\

Our management, including our Advisor, has limited or no experience with investments in certain asset
classes, which may impact our ability 1o successfully make acquisitions, loans or manage assets in those sectors.
Our management’s historical industry expertise is primarily in the hospitality, retirement, retail, office and
restaurant industries, with limited experience investing in certain of the properties in which we have invested and
intend to focus, and have focused. Although our Advisor, subject to approval by our board of directors, is
responsible for our daily management, our Advisor was formed in 2003 and its management has limited
experience investing in or managing certain of the asset classes in which we intend to lend or invest. While we
have hired and may hire more individuais with experience in those asset classes, we may not hire individuals for
every asset type in which we may invest. There can be no assurance that our Advisor’s experience will be useful
in helping us to identify and acquire certain properties we are seeking to acquire, or in managing certain assets
once they are acquired. Our Advisor’s limited experience in purchasing, leasing, managing and selling certain of *
the types of properties we have acquired or are seeking to acquire, or loans we have made or may make, may
prevent us from fully exploiting the economic potential of any properties we have acquired or may acquire or
develop in the future, as well as loans we have made or will make. The ltmued expenence of our Advisor in such
matters may adversely affect our results of operatlone :

Our loss of key personne! could delav or hinder implementation of certain invesiment strategies, which
could timit our ability to make distributions and decrease the value of an investment in our stock. Our success
depends to a significant degree upon the contributions of James M, Seneff, Jr., our Chairman, Robert A. Bourne,
our Vice-Chairman, R. Byron Carlock, JIr., our Chief Executive Officer, Charlie A: Muller, our Chief Operating
Officer and Tammie A. Quinlan, our Chief Financial Officer, each of whom would be difficult to replace.
Although our Advisor has employment agreements with Messrs.-Carlock and Muller and Ms. Quinlan we cannot
guarantee that such persons will rematn affiliated with us or our affiliates. If any of these key personnel were to
cease their affiliation with us or our affiliates, we may be unable to find suitable replacement personnel, and our
operating results could suffer as a result. We do not maintain key person life insurance on any person. We
believe that our future success depends, in large part, upon our Advisor’s ability to hire and retain highly skilled
managerial, operational and marketing personnel. Competition for such personnel is intense, and our Advisor
may be unsuccessful in attracting and retaining such skilled personnel. :

We may have difficulty funding distributions solely from cash flow from operations, which could reduce the
Sunds we have available for investments and vour overall return. There are many factors that can affect the
availability and timing of distributions to stockholders. We expect to fund distributions principally from cash
flows from operations; however, if our properties are not generating sufficient cash flow or our other operating
expenses require it, we may fund our distributions from borrowings. If we fund distributions from financings,
then we will have fewer funds available for the acquisition of properties and your overall return may be reduced.
Further, to the extent distributions exceed earnings and profits calculation on a tax basis, a stockholder’s basis in
our stock will be reduced and, to the extent distributions exceed a stockholder’s basis, the stockholder may
recognize a capital gain. : .

We may not be able to pay distributions at an increasing rate. In the future, our ability to declare and pay
distributions at an increasing rate will be subject to evaluation by our board of directors of our operating results,

capital levels, financial condition, future growth plans, general business and economic conditions and other
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relevant considerations, and we cannot assure you that we will continue to pay distributions on any schedule or
that we will not reduce the amount of or cease paying distributions in the future.

Our operating expenses may increase in the future and to the extent such increases cannot be passed on to
tenants, our cash flows and our operating results would decrease. Operating expenses, such as expenses for fuel,
utilities, labor, taxes and insurance, are not fixed and may increase in the future. We cannot guarantee that we
will be able to pass such increases on to our tenants, and to the extent such increases cannot be passed on to
tenants, any such increase would negatively impact on our cash flows and operating results.

There will be competing demands on our officers and directors. James M. Seneff, Jr. and Robert A. Bourne
are also officers and directors of our Advisor and may experience conflicts of interest in managing us because
they also have management responsibilities for other companies including companies that may invest in some of
the same types of assets in which we may invest. In addition, substantially all of the other companies that these
officers and directors work for are affiliates of us and/or our Advisor. For these reasons, these officers and
directors will share their management time and services among those companies and us, and will not be able to
devote all of their attention to us and could take actions that are more favorable to the other companies than to us.

The timing of sales and acquisitions may favor our Advisor and not us. Our Advisor may immediately
realize substantial commissions, fees and other compensation as a result of any investment in or sale of an asset
by us. Qur board of directors must approve each investment and sale, but our Advisor’s recommendation to our
board of directors may be influenced by the impact of the transaction on our Advisor’s compensation.

Our Advisor's fee structure may encourage it to recommend speculative investments and a high amount of
leverage. Our Advisor will realize substantial compensation in connection with the acquisition of properties and,
as a result, may recommend speculative investments to us. In addition, because our Advisor will receive fees
based on the amount of permanent financing we obtain, our Advisor may have an incentive to recommend a high
amount of leverage. '

The agreentent between our Advisor and us was not the result of arm’s-length negotiations. Because some
of our officers and directors are also officers and directors of our Advisor. the terms of the Advisory Agreement
may favor our Advisor. As a result, our Advisor may not always act in our best interests, which may adversely
affect our results of operations. However, our Independent Directors must approve the Advisory Agreement each
year and are required to review the fees and activities of the Advisor on our behalf.

Real Estate and Other Investment Risks

Mudltiple property leases or loans with individual tenants or borrowers increase our risks in the event that
such tenants or borrowers become financially impaired. The value of our properties will depend principally upon
the value of the leases entered into for properties that we acquire. Defaults by a tenant or borrower may continue
for some time before we determine that it is in our best interest to evict the tenant or foreclose on the property of
the borrower. Tenants may lease more than one property, and borrowers may enter into more than one loan. As a
result, a default by, or the financial failure of, a tenant or borrower could cause more than one property to
become vacant or be in default or more than one lease or loan to become non-performing. Defaults or vacancies
would reduce our cash receipts and funds available for distribution and could decrease the resale value of
affected properties until they can be re-leased.

We will have no economic interest in ground lease properties and may not control the land beneath certain
properties we have and will acquire in the future. A significant number of the properties that we have acquired
are on land owned by a governmental entity or other third party, while we own a leasehold, permit, or similar
interest. This means that while we have a right to use the property, we do not retain fee ownership in the
underlying land. Accordingly, with respect to such properties, we will have no economic interest in the land or
building at the expiration of the ground lease or permit. As a result, though we will share in the income stream
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derived from the lease or permit, we will not share in any increase in value of the land associated with the
underlying property. Further, because we do not completely control the underlying land, the governmental or
other third party owners that lease this land to us could take certain actions to disrupt our rights in the properties
or our tenants’ operation of the properties or take the properties in an eminent domain proceeding. While we do
not think such interruption is likely, such events are beyond our control. If the entity owning the land under one
of our properties chose to disrupt our use either permanently or for a significant period of time, then the value of
our assets could be impaired and our results of operations could be adversely affected. - :

Our exposure to typical real estate investment risks could reduce our income. Qur properties, loans and
other permitted investments will be subject to the risks typically associated with investments in real estate, Such
risks include the possibility that our properties will generate rent and capital appreciation, if any, at rates lower
than we anticipated or will yield returns lower than those availabie through other investments. Further,-there are
other risks by virtue of the fact that our ability to vary our portfolio in response to changes in economic and other
conditions will be limited because of the general illiquidity of real estate investments. Income from our
properties may be adversely affected by many factors including, but not limited, to an increase in the local supply
of properties similar to our properties, a decrease in the number of people interested in participating in activities
related to the businesses conducted on the properties that we acquire, adverse weather conditions, changes in
government regulation, international, national or local economic deterioration, increases in energy costs and
other expenses affecting travel, which factors may affect travel patterns and reduce the number of travelers and
tourists, increases in operating costs due to inflation and other factors that may not be offset by increased room
rates, and changes in consumer tastes. .

The real estate industry is capital intensive and we are subject to risks associated with ongoing needs for
renovation and capital improvements to our properties as well as financing for such expenditures. In order for us
to remain competitive, our properties will have an ongoing need for renovations and other capital improvements,
including replacements, from time to time of furniture; fixtures and equipment. These capital improvements may
give rise to the following risks: :

* construction cost overruns and delays;

* apossible shortage of available cash to fund capital improvements and the related possibility that
financing for these capital improvements may not be avatlable to us on satisfactory terms; and

» disruptions in the operation of the properties while capital improvements are underway.

We compete with other companies for investments. We anticipate that we will continue to compete with
other companies and investors, including other REITs, real estate partnerships, mutual funds, institutional
investors, specialty finance companies, opponumty funds, banks and insurance companies, for the acquisition of
properties, loans and other permitted investments that we seek to acquire or make. Some of the other entities that
we may compete with for acquisition opportunities will have substantially greater experience acquiring and
owning the types of properties, loans or other permitted investments in which we seek to acquire or make, as well
as greater financial resources and a broader geographic knowledge base than we have. As a result, competition
may reduce the number of suitable acquisition opportunities available to us.

Increased competition for customers may reduce the ability of certain of our operators to make scheduled
rent payments fo us. The types of properties in which we invest are éxpected to face competition for customers
from other similar properties, both locally and nationally. For example, a substantial number of new golf courses
have opened in recent years which may be located near the golf courses we own or acquire. Similarly, marinas
we acquire will compete in each market with other marinas, some of which may have greater resources than our
marinas will have, for a limited number of boaters seeking boat rental slips. Any decrease in revenues due to
such competition at any of our properties may adversely affect our operators’ ability to make scheduled rent
payments to us. ’ '



Marinas, ski resorts, golf courses, attractions and other types of properties in which we may invest may not
be readily-adaptable to other uses. Ski resorts and related properties, marinas, golf courses, attractions and other
types of properties in which we may invest are specific-use properties that have limited alternative uses.
Therefore, if the operations of any of our properties in these sectors, such as our ski properties, become
unprofitable for our tenant or operator due to industry competition, a general deterioration of the applicable
industry or otherwise, such that the tenant becomes unable to meet its obligations under its lease, then we may
have great difficulty re-leasing the property and the liquidation vatue of the property may be substantially less
than would be the case if the property were readily adaptable to other uses. Should any of these events occur, our
income and cash available for distribution and the value of our property portfolio could be reduced.

r
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Your investment may be subject to additional risks if we make international investments. We have purchased
properties in Canada and we may purchase properties located in Mexico, the Caribbean, Europe, and other
foreign venues. Such investments could be affected by factors particular to the laws and business practices of
those countries. These laws or business practices may expose us to risks that are different from, and in addition
10, those commonly found in the United States including, but not limited to foreign currency fluctuations and
additional tax burdens that may impact our resulls of operations and cash flows. Specifically, foreign investments
could be subject to the followmg risks:

= the imposition of unique tax .structure's and differences in taxation policies and rates and other
' operating expenses in particular countries;

* non-recognition of particular structures intended to limit certain tax and legal liabilities;
+ more complex and costly ownership structures resulting in greater up front acquisition costs;
+ changing governmental rules and policies, including changes in land use and zoning laws;

* enactment of lawé relating ta,the foreign ownership of real property or mortgages and laws restricting
the ability of foreign persons or companies to remove profits earned from activities within the country
to the person’s or company’s county of origin; '

* our limited experience and expemqe in forelgn countnes relative to our experience and expertise in the
United States; :

* variations in currency EXC]’lﬂl'lgC rates;

» adverse market conditions caused by terrorism, civil unrest and changes in natlonal or local
governmenta! or economic conditions;

+ the willingness of domestic or foreig lenders to make mortgage loans in certain countries and changes
in the availability, cost and terms of mortgage funds résulting from varying national economic policies;

« general political and economic instability; and °

'« more stringent environmental laws or changes in such laws.

The inability to increase lease rates at our properties might affect our ability to distribute dividends to
stockholders. Given the nature of certain properties we have acquired or may acquire, the relative stagnation of
base lease rates in certain sectors mlght not allow for substamlal increases in rental revenue that could allow for
mcreased dlstnbullons to stockholders.

We nav rely on various qa.'sh Jflow or income security provisions in our leases for minimum rent payments.
Our leasés may, but are not required to, have security provisions such as deposits, guarantees or shortfall reserves
provided by a third-party tenant or operator. These security provisions may terminate at either a specific time )
during the lease term or once net operating income of the property exceeds a specified amount. Certain security
provisions may also have limits on the overall amount of the security under the lease. After the termination of a
security feature, or in the event that the maximum limit of a security provision is reached, we may only look to
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the tenant to make lease payments. In the event that a security provision has expired or the maximum limit has
been reached, or a provider of a security provision is unable to meet its obligations, our results of operations
could be adversely affected if our tenants are unable to generate sufficient funds from operations to meet '
minimum rent payments and the tenants do not otherwise have the resources to make rent payments.

We do not have control over market and business conditions that may affect our success, The following
external factors, as well as other factors beyond our control, may reduce the value of properties that we acquire,
the ability of tenants to pay rent on a timely basis, or at all, the amount of the rent to be paid and the ability of
borrowers 1o make loan payments on time, or at all:

* changes in general or local economic or market conditions;

* increased costs of energy, insurance or products; o .
= increased costs and shortages of labor; ' .
* increased competition;
» fuel shortages; : S X

* quality of management;

(A

» the ablllty of an operator or tenant to fulfill its obhgauons . '
« limited Alternative uses for properties;’
* changing consumer habits;

* condemnation or uninsured losses;

* changing demographiés;

* changing government regulations;

* inability to remodel outmoded buildings or structures as required by the lease agreement;
» failure by a tenant to meet its obligations under a lease; and

» bankruptcy of a tenant or borrower.

Further, our resulis of operations for a property in any one period may not be indicative of results in future
periods, and the long-term performance of such property generally may not be comparable to, and cash flows
may not be as predictable as, other properties owned by third parties in the same or similar industry. If tenants-are
unable to make lease payments or borrowers are unable to make loan paymems as a result of any of lhcse factors
cash available for distributions to our stockholders may be reduced. ‘

We will not control the management of our properties. In order to maintain our status as a REIT for federal
income tax purposes; we may not operate certain types of properties we acquire or participate’in the decisions
affecting their daily operations. Our success, therefore, will depend on our ability to select qualified and
creditworthy tenants who can effectively manage and operate the properties. Our tenants will be responsible for -
maintenance and other day-1o-day management of the properties or will enter into agreements with third parties
directly or by entering into operating agreements with third-party operators. Because our revenues will largely be
derived from rents, our financial condition will be dependent on the abitity of third-party tenants and/or cperators
to operate the properties successfully. We will attempt to enter into leasing agreements with tenants having
substantial prior experience in the operation of the type of property being rented; however, there can be no
assurance that we will be able to make such arrangements. If our tenants or third-party operators are unable fo
operate the properties successfully or if we select unqualified operators, then such tenants and operators might
not have sufficient revenue to be able to pay our rent, which could adversely affect our financial condition,

* We may not control our joint ventures. Our Independent Directors must approve all joint venture or general
partnership arrangements. Subject to that approval, we may enter into a joint venture with an unaftiliated party to
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purchase a property or to make loans or other permitted investments, and the joint venture or general partnership
agreement relating to that joint venture or partnership may provide that we will share with the unaffiliated party
management control of the joint venture, For instance, with respect to the Intrawest Resort Village Properties,
Great Wolf Properties and the Dallas Market Center, our venture partners share approval rights on many major
decisions. Those venture partners may have differing interests from ours and the power to direct the joint venture
or partnership on certain matters in a manner with which we do not agree. In the event the joint venture or
general partnership agreement provides that we will have sole management control of the joint venture, the
agreement may be ineffective as to a third party who has no notice of the agreement, and we may therefore be
unable to control fully the activities of the joint venture. Should we enter into a joint venture with another
program sponsored by an affiliate, we do not anticipate that we will have sole management control of the joint
venture. In addition, when we invest in properties, loans or other permitted investments indirectly through the
acquisition of interests in entities that own such properties, loans or other permitted investments, we may not be
able to controt the management of such assets.

Joint venture partners may have different interests than we have, which may negbtively impact our control
over our ventures. Investments in joint ventures involve the risk that our co-venturer may have economic or
business interests or goals which, at a particular time, are inconsistent with our interests or goals, that the
co-venturer may be in a position to take action contrary to our instructions, requests, policies or objectives, or
that the co-venturer may experience financial difficulties. Among other things, actions by a co-venturer might
subject assets owned by the joint venture to liabilities in excess of those contemplated by the terms of the joint
venture agreement or to other adverse consequences. This risk is also present when we make investments in
securities of other entities. If we do not have full control over a joint venture, the value of our investment will be
affected to some extent by a third party that may have different goals and capabilities than ours. As a result, joint
ownership of investments and investments in other entities may adversely affect our returns on investments and,
therefore, cash available for distributions to our stockholders may be reduced.

It may be difficult for us to exit a joint venture after an impasse. In our joint ventures, there will be a
potential risk of impasse in some business decisions because our approval and the approval of each co-venturer
will be required for some decisions. In any joint venture., we may have the right to buy the other co-venturer’s
interest or to sell cur own interest on specified terms and conditions in the event of an impasse regarding a sale.
In the event of an impasse, it is possible that neither party will have the funds necessary to complete a buy-out. In
addition, we may experience difficulty in locating a third-party purchaser for our joint venture interest and in
obtaining a favorable sale price for the interest. As a result, it is possible that we may not be able to exit the
relationship if an impasse develops.

We may not have control over construction on our properties. We intend to acquire sites on which a
property we will own will be built, as well as sites that have existing properties (including properties that require
renovation). We may be subject to risks in connection with a developer’s ability to control construction costs and
the timing of completion of construction or a developer’s ability to build in conformity with plans, specifications
and timetables. In addition, our development and renovation plans could be affected by delays in obtaining
permits or consents from appropriate governmental agencies, strikes, adverse weather, shortages of materials and
increases in the cost of labor and materials. Although we will seek to include in our agreements with developers
safeguards designed to minimize these risks, such as rights to require the tenant to purchase the property that is
under development at a pre-established price designed to reimburse us for all acquisition and development costs,
we cannot be sure that the tenants will have sufficient funds to fulfill their obligations under these agreements, In
addition, certain properties that we may acquire may be subject to conservatory easements that prohibit the
development of certain activities other than those specific activities already conducted on the property and limit
the ability to materially modify the existing layouts of the property.

It may be difficult to re-lease our vacant properties. If a tenant vacates a property, we may be unable to
re-lease the property and if we are able to re-lease the property, we may not receive as much rent as we had under

the prior lease and may need to incur additional expenditures relating to the property. In addition, we could
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experience delays in enforcing our rights and collecting rents (and, in some cases, real eslate taxes and insurance
costs) due from a defaulting tenant. Any delay we experience in re-leasing a property or difficulty in re-leasing at
acceptable rates may reduce cash available to make distributions to our stockholders. We cannot control the sale
of some properties we acquire. We may give some tenants the right, but not the obligation, to purchase their
properties from us beginning a specified number of years after the date of the lease. The leases might
occasionally provide the tenant with a right of first refusal on any proposed sale. In addition, if our sale of a
property will result in a taxable gain to the prior owner of the property. we may agree in some cases to use
reasonable efforts to structure such a sale as a tax-deferred exchange. These factors may make it more difficult
for our Advisor and our board of directors 1o freely control the sale of a property, even when such a sale may be
in our best interests.

Uninsured losses or losses in excess of insured limits conld result in the loss or substantial impairment of
one or more of our investments. The nature of the activities at certain of our properties will expose us and our
operators to potential liability for personal injuries and, with respect to certain types of properties such as
marinas, property damage claims, For instance, marina business activities are customarily subject to various
hazards, including gasoline or other fuel spills, fires, drownings and other water-related accidents, boat storage
rack collapses and other dangers relatively common in the marina industry. We will maintain, and require our
tenants and operators as well as mortgagors to whom we have loaned money to maintain insurance with respect
10 each of our properties that tenants lease or operate and each property collateralizing a mortgage that we hold,
including comprehensive liability, fire, flood and extended coverage insurance. There are, however, certain types
of losses (such as from hurricanes, floods, earthquakes or terrorist attacks) that may be either uninsurable or not
economically feasible to insure. Furthermore, an insurance provider could elect to deny or limit coverage under a
claim. Should an uninsured loss or loss in excess of insured limits occur, we could lose all or a portion of our
anticipated revenue stream from the affected property, as well as all or a portion of our invested capital. 7
Accordingly, if we, as landlord, incur any liability which is not fully covered by insurance, we would be lable
for the uninsured amounts, cash available for distributions to stockholders may be reduced and the value of our
assets may decrease significantly. In the case of an insurance loss, we might nevertheless remain obligated for
any mortgage debt or other financial obligations related to the property.

Portfolio acquisitions are more difficult to complete than single asset acquisitions. Qur business and
acquisition strategy may include acquisitions of multiple properties, loans or other permitted investments in a
single transaction, However, portfolio acquisitions are more complex than single-asset acquisitions, and the risk
that a portfolio acquisition will not close may be greater than in a single-asset acquisition. In addition, costs for a
portfolio acquisition that does not close are generally greater than for a single-asset acquisition that does not
close. If we fail to close one or more portfolio acquisitions, our ability to increase our net income and cash
available for distributions will be limited, as costs related to the failed acquisition{s) may be imposed.

Another risk associated with portfolio acquisitions is that a seller may require that a group of assets be
purchased as a package, even though one or more of the assets in the portfolio does not meet our investment
criteria. In such cases, we may attempt to make a joint bid with another buyer, or we may purchase the portfolio
of assets with the intent to subsequently dispose of those assets which do not meet our investment criteria. In the
case of joint bids, however, it is possible that the other buyer may default in its obligations, which increases the
risk that the acquisition will not close, with the adverse consequences described ahove, In cases where we intend
to dispose of assets that we do not wish to own, we cannot assure you that we will be able to sell or exchange
such asset or assets in a timely manner or on terms beneficial or satisfactory to us.

Discretionary consumer spending may affect the profitability of certain properties we acquire. The
operations of certain properties in which we may invest will depend upon a number of factors relating to or
affecting discretionary censumer spending for the types of services provided by businesses operated on these
properties. Unfavorable local, regional, or national economic developments or uncertainties regarding future
economic prospects could reduce consumer spending in the markets where we own properties and adversely
affect-our tenants’ businesses. Such developments could in turn impact our tenants’ ability to pay rent and
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thereby have a negative impact on our results of operations. Consumer spending on luxury goods, travel and
other leisure activities such as boating, skiing and golfing activities, which spending is related to the industries in
which we seek to invest, also may decline as a result of lower consumer confidence levels, even if prevailing
economic conditions are favorable. In an economic downturn, consumer discretionary spending levels generally
decline, at times resulting in disproportionately large reductions in expenditures on luxury goods, travel and other
leisure activities. In fact. certain of the assets we seek to acquire relate 1o industries that are currently
experiencing periods of decreased profitability. Similarly, rising interest rates could have a negative impact on
the ability or willingness of consumers to finance purchases of expensive goods. For example. difficulty in
obtaining financing, federal tax policies, interest rate levels, and the cost and availabitity of fuel may impact
overall boat purchases and could adversely affect the ability of marina operators to lease boat slips and eam
additional revenues from concessions such as fuel, equipment, retail and food and beverage sales. Similarly, the
destination retail centers we may acquire or develop will be subject to generul retail industry risks such as
inflation, lack of consumer confidence, changes in unemployment rates and consumer tastes and preferences. In
the event that the retail industry experiences down cycles, manufacturers and merchants of retail merchandise
may experience economic difficulties and may be less likely to renew existing leases af retail centers or to
expand distribution channels into new retail centers. Certain classes of propertics that we may-acquire may be
unable to maintain their profitability during periods of adverse economic conditions or low consumer confidence
which could in turn affect the ability of operators to make scheduled rent payments 1o us.

Seasonal revenue variations in certain asset classes will require the operators of those asset classes to
manage cash flow properly over time so as to meet their non-seasonal scheduled rent payments to us. Certain of
the properties in which we may invest are generally seasonal in nature due to geographic location, climate and
weather patterns. For example, revenue and profits at ski resorts and their related properties are substantially
lower and historically result in tosses during the summer months due to the closure of ski operations, while many
altractions properties are closed during the winter months and produce the majority of their revenues and profits
during summer months. As a result of the seasonal nature of certain business operations that may be conducted
on properties we acquire. these businesses will experience seasonal variations in revenues that may require our
operators to supplement revenue at their properties in order to be able to make scheduled rent payments to us.

Adverse weather conditions may damage certain properties we acquire and/or reduce our operators’ ability
to make scheduled rent pavments to us. Weather conditions may influence revenues at certain types of properties
we acquire. These adverse weather conditions include heavy snowfall (or lack thereof), hurricanes, tropical
storms, high winds, heat waves, frosts, drought (or reduced rainfall levels), excessive rain, avalanches, mudslides
and floods. Adverse weather could reduce the number of people participating in skiing, golfing, boating and
ancillary activities at properties we acquire and have acquired. Certain properties may be susceptible to damage
from weather conditions such as hurricanes, which damage (including, but not limited to property damage and
loss of revenue) is not generally insurable at commercially reasonable rates. Further, the physical condition of
golf courses we acquire must be satisfactory to attract play. In addition to severe or generally inclement weather,
other factors, including, but not limited to plant disease and insect infestation, as well as the quality and quantity
of water, could adversely affect the turf grass conditions at golf courses we own and acquire or develop. Poor
weather conditions could also disrupt operations at properties we own and acquire and may adversely affect both
the value of our investment in a property, as well as the ability of our tenants and operators to make their
scheduled rent payments to us. )

Our operating results may be negarively affected by potemial development and construction delays and
resultant increased costs and risks. We may invest in properties upon which we will develop and construct
improvements. We will be subject to risks relating to uncertainties associated with re-zoning for development
and environmental concerns of governmental entities and/or community groups, and our ability to control
construction costs or to build in conformity with plans, specifications and timetables. Our performance also may
be affected or delayed by conditions beyond ouvr control. Moreover, delays in completion of construction also
could give tenants the right to terminate preconstruction leases for spuce at a newly developed project.
Furthermore, we must rely upon projections of rental income, expenses and estimates of the fair market value of
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property upon completion of construction before agreéing o a property’s purchase price. If our projections are
inaccurate, we may pay too much for a property and our return on our investment could suffer. .

If we set aside insufficient capital expenditure reserves we may be required to defer necessary property
improvements. If we do not have enough reserves for capital expenditures to supply needed funds for capital
improvements throughout the life of the investment in a property, and there is insufficient cash available from
our operations, we may be required to defer necessary improvements to the property that may cause the property
to suffer from a greater risk of obsolescence, a decline in value and/or a greater risk of decreased cash flow as a
result of attracting fewer potential tenants to the property. If we lack sufficient capital to make necessary capital
improvements, then we may not be able to maintain projected rental rates for certain properties, and our results of
operations may be negatively impacted. * '

Economic conditions and unfavorable changes in apariment or residential markets could adversely affect
oceupancy levels and rental rates. Market and economic conditions in the South Florida area, where we own an
apartment community, may significantly affect-occupancy levels and rental rates and therefore profitability.
Factors'that may advérsely afféct these conditions include the following: :

* the economic climate, which may be adversely impacted by a reduction in jobs, industry slowdowns
and other factors;

. _local conditions, such as oversupply of, or reduced demand for, apartment homes;
¢ + declines in household formation;

* favorable residential mortgage rates; and

* competition from other available apartments and other housing alternatives and changes in market
rental rates. ‘ .

Any of these factors could adversely affect our ability to achieve desired operating results from our
investment.

Our real estate assets may be subject to impairinent charges. We continually evaluate the recoverability of
the carrying value of our real éstate assels for impairment indicators, Factors considered in evaluating
impairment of our existing real estate assets held for investment include significant declines in property operating
profils, recurring property operating losses and other significant adverse changes in general market conditions
that are considered permanent in nature. Generally, a real estate asset held for investment is not considered
impaired if the undiscounted, estimated future cash flows of the asset over its estimated holding period are in
excess of the asset’s net book value at the balance sheet date. Assumptions used to estimate annual and residual
cash flow and the estimated holding period of such assets require the judgment of management.

Lending Related Risks

Our loans may be affected by unfavorable real estate market conditions. When we make loans, we are at
risk of default on those loans.caused by many conditions beyond our control, including local and other economic
conditions affecting real estate values and interest rate levels. We do-not know whether the values of the
properties securing mortgage loans will remain at the levels existing on the dates of origination of the loans. If
the valugs of the underlying properties drop or in some instances fail to rise, our risk will increase and the value
of our interests may decrease. '

Foreclosures create additional ownership risks that could adversely impact our returns on mortgage
investments. If we acquire property by foreclosure following defaults under our mortgage, bridge or mezzanine
loans, we will have the economic and ltability risks as the owner. -,
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Our loans will be subject to interest rate fluctuations. If we invest in fixed-rate, long-term loans and interest
rates rise, the loans will yield a return lower than then-current market rates. 1f interest rates decrease, we will be
adversely affected to the extent that loahs are prepaid, because we will not be able to make new loans at the
previously higher interest rate.

Lack of principal amortization of loans increases the risk of borrower default at maturity and delays in
liguidating defandted loans could reduce our investment retyrns and our cash available for distributions. Certain
of the loans that we have made do not require the full amortization of principal during their term. As a result, a
substantial amount of, or the entire principal balance of such loans, wilt be due in one balloon payment at their
maturity. Failure to amortize the principal balance of loans may increase the risk of a default during the term, and
at maturity, of loans. A default under loans could have a material adverse effect on our ability to pay anticipated
distributions to stockholders. Further, if there are defaults under our loans, we may not be able to repossess and
sell the underlying properties or other security quickly. The resulting time delay could reduce the value of our
investment in the defaulted loans. An action to foreclose on a mortgaged property securing a loan is regulated by
state statutes and rules and is subject to many of the delays and expenses of other lawsuits if the defendant raises
defenses or counterclaims, In the event of default by a mortgagor, these restrictions, among other things, may
impede our ability to foreclose on or sell the mortgaged property or to obtain proceeds sufficient to repay all
amounts due on our loan. Any failure or defay by a borrower in making scheduled payments to us may adversely
affect our ability 10 make distributions to stockholders.

We may make loans on a subordinated and unsecured basis and may not be able to collect outstanding
principal and interest. Although our loans to third parties are usually secured by collateral pledged by such
borrowers, we may make loans that are unsecured andfor subordinated in right of payment to such third parties’
existing and future indebtedness. In the event of a foreclosure, bankruptcy, liquidation, winding up,
reorganization or other similar proceeding relating to such third party, and in certain other events, such third
party’s assets may only be available to pay obligations on our unsecured loans after the third party’s other
indebtedness has been paid. As a result, there may not be sufficient assets remaining to pay the principal or
interest on the unsecured loans we may make.

Financing Related Risks

Anticipated borrowing creates risks. We have borrowed and will likely continue to borrow money to
acquire assets, to preserve our status as a REIT or for other corporate purposes. We generally mortgage or put a
lien on one or more of our assets in connection with any borrowing. We intend to obtain one or more revolving
lines of credit of up to $500 million to provide financing for the acquisition of assets, although our board of
directors could determine to borrow a greater amount. We currently have a collateratized $100.0 million line of _
credit. We may repay the line of credit using equity offering proceeds, including proceeds from our stock
ofl'ermg, proceeds from the sale of assets, working capital or permanent financing. We also have and intend to
continue to obtain long-term, permanent financing. We may not borrow more than 300% of the value of our net
assets without the approval of a majority of our Independent Directors. Borrowing may be subject to risk if the
cash flow from our properties and other permitted investments is insufficient to meet our debt obligations. In
addition, our lenders may seek to impose restrictions on future borrowings, distributions and operating policies,
including with respect to capital expenditures and asset dispositions. If we mortgage assets or pledge equity as
collateral and we cannot meet our debt obligations, then the lender could take the collateral, and we would lose
the asset or equity and the income we were deriving from the asset. '

Because our revenues are highly dependent on lease payments from our properties and interést payments
from loans that we make, defaults by our tenanis or borrowers would reduce our cash available for the
repayment of our outstanding debt and for distributions. Qur ability to repay any outstanding debt and make
distributions to stockholders will depend upon the ability of our tenants and borrowers to make payments to us,
and their ability to make these payments will depend primarily on their ability to generate sufficient revenues in -
excess of operating expenses from businesses conducted on our properties. For example, the ability of our golf
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tenants to make their scheduled rent payments to us will be dependent upon their ability to generate sufficient
operating income at the golf courses they operate. A tenant’s failure or.delay in making scheduled rent payments:
to us or a borrower’s failure to make debt.service payments to us may result from the tenant or borrower realizing
reduced revenues at the properties it operates.

Borrowings may reduce the funds available for distribution and increase the risk of loss since defaults may
cause us to lose the properties securing the loans. We have acquired and may acquire real estate assets by using
either existing financing or borrowing new monies. Our asticles-of incorporation generally limit the total amounit
we may borrow to 300% of our net assets. Such loans may be collateralized by some or all of our properties or’
other assets to fund additional acquisitions or operations, including to satisfy the requirement that we distribute at
least 90% of our annual “REIT taxable income” to our stockholders, or as is othérwise necessary or advisable to
qualify as a REIT for federal income tax purposes. In order to borrow an amount in excess of 300% of our net
assets, a majority of our Independent Directors must approve the borrowing. Payments required on any amounts-
we borrow will reduce the funds available for distribution to our stockholders because cash otherwise available
for distribution will be required to pay principal and interest associated with the borrowed amounts.

+

Defaults on our borrowings may adversely affect our financial condition and results of operations. Defaults
on loans secured by a property we own may result in foreclosure actions and our loss of the property or
properties securing the loan that is in default. Such legal actions are expensive. For tax purposes, a foreclosure
would be treated as a sale of the properly for a purchase price equal to the outstanding balance of the debt
secured by the property. If the outstanding balance of the debt exceeds our tax basis in the°pr'operty, we would
recognize taxable income on the foreclosure, all or a portion of such taxable income may be subject to tax, and/or
required to be distributed to our stockholders in order for us to qualify as a REIT. In such case, we would not
receive any cash proceeds to enable us to pay such tax or make such distributions. 1f any mortgages contain cross
collateralization or cross default provisions, more than one property may be affected by a default. If any of our
properties are foreclosed upon due to a default, our financial condition, results of operations and ability to pay
distributions to stockholders will be adversely affected.

Financing arrangements involving balloon payment r)blrganons may adversely affect our abihry to make
distributions. Some of our fixed-term financing arrangements may reqmre us to make “balloon” payments at
maturity. Our ability to make a balloon payment at maturity i$ uncertain and m'ly depend upon our ability to
obtain additional financing or sell a particular property. At the time the balloon payment is due, we may not be
able to raise equity or refinance the balloon payment on terms as favorable as the original loan or sell the
property at a price sufficient to make the balloon payment, The effect of a refinancing or sale of property could
affect the rate of return to stockholders and the projected time of disposition of our assets. In addition, payments
of principal and interest may leave us with insufficient cash to pay the distributions that we are required to pay to
maintain our qualification as a REIT.

Increases in interest rates could increase the amount of our debt payments and adversely affect our ability
to make distributions to our stockholders. We may borrow money that bears interest at a variable rate. In
addition, from time to time we may pay mortgage loans or refinance our properties in a rising interest rate
environment. Accordingly, increases in interest rates could increase our interest costs, which could have a
material adverse effect on our operating cash flow and our ability to make distributions to our stockholders.

We may borrow money to make distributions and distributions may not come from funds from operations. In
the past, we have borrowed from affiliates and other persons to make distributions, and in the future we may
continue to borrow money as we consider necessary or advisable to meet our distribution requirements. Our
distributions may exceed our funds from operations. In the event that we make distributions in excess of our
earnings and profits, such distributions could constitute a return of capital for federal income tax and accounting
purposes. Furthermore, in the event that we are unable to fund future distributions from our funds from
operations, the value of your shares upon the possible llslmg of our stock, the sale of our assets or any other
liquidity event may be negatively affected.
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Lenders may require us to enler into restrictive covenants refating to our operations, which could limit our
abr’liry to make distributions to our stockholders. When providing financing, a lender may impose restrictions on
us that affect our distributions, operating policies and ability to incur additional debt. Loan documents we enter
into may contain covenants that timit our ability to further mortgage a property or affect other operational
pelicies. Such limitations hamper our flexibility and may impair our ability to achieve our operating plans.

] R o - - . . . i .

We may acquire various financial instrumenis for purposes of “hedging” or reducing our risks which may .
be costly and/or ineffective and will reduce our cash available for distribution to our stockholders. Use of
derivative instruments for hedging purposes may present significant risks, including the risk of Joss of the
amounts invested. Defaults by the other party to a hedging transaction can result in the hedging transaction
becoming worthless or a speculative hedge. Hedging activities also involve the risk of an imperfect correlation
between the hedging instrument and the asset being hedged, which could result in losses both on the hedging .
transaction and on the asset being hedged. Use of hedging activities generally may not prevent significant losses
and could incréase our losses. Further, hedging transactions may reduce cash available for distribution to our
stockholders.

1

Tax Related Risks -

We will be subject to increased taxatron if we fail to quahﬁ? as a REIT for federa! income tax purposes. We
believe that we have been organized and have operated, and intend to continue to be Orgamzed and to operate, in
a manner that will enable us to meet the requirements for qualification and taxation as a REIT for federal income
tax purposes, commencing with our taxable year ended December 31, 2004. A REIT generally is not taxed at the
federal corporate level on income it distributes to its stockholders, as long as it distributes annually at least 90%
of its taxable income to its stockholders. We have not requested and do not plan to request, a ruling from the
Internal Revenue Service (“]RS") that we quahfy as a REIT. Based upon representations made by our officers
with respect to certain factual matters, and upon counsel’s assumption that we have operated and will continue to
operate in the manner described in the representations and in our prospectus relating to our common stock
offerings, our tax counsel, Arnold & Porter LLP, has rendered an opinion that we were organized and have
operated in conformity with the requirements for qualification as a REIT and that our proposed method of
operation will enable us to continue to meet the requirements for qualification as a REIT. Our continued
qualification as a REIT will depend on our continuing ability to meet highly technical and complex requirements
concerning, among other things, the ownership of our outstanding shares of common stock, the nature of our
assets, the sources of our income, the amount of our distributions to our stockholders and the filing of TRS
elections, No assurance can be given that we qualify or will continue to qualify as a REIT or that new legislation,
Treasury Regulations, administrative interpretations or court decisions will not significantly change the tax laws
with respect to our qualification as a REIT.

You should be aware that opinions of counsel are not binding on the IRS or on any court. Furthermore, the
conclusions stated in the opinion of our tax counsel are conditioned on, and our continued quahﬁcauon as a REIT
w1ll depend on, our managemeni meeting various requirements,

If we fml to qualify as a REIT, we would be subject 1o federal income tax at regular corporate rates. In
addition to these taxes, we may be subject to the federal alternative minimum tax. Unless we are entitled to relief
under specific statutory provisions, we also could not elect to be taxed as a REIT for four taxable years following
the year during which we were disqualified. Therefore, if we fail to qualify as a REIT, the funds available for
distribution to stockholders, would be reduced substantially for each of the years involved. )

We do not control the lodging facility operations owned by our unconsolidated entities and we.are
dependent on the managers of our lodging facilities. Because federal'income tax laws restrict REITs and their
subsidiaries from operating lodging facilities, we do not manage our lodging facilities. Instead, we lease
substantially all of our lodging facilities either through (i} long-term leases to qualified independent third-party
tenant operators, or (ii) long-term leases to a taxable REIT subsidiary which engages an “eligible™ independent
contractor under applicable REIT laws to manage and operate the lodging facilities. ‘
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Our leases may be recharacterized as financings which would eliminate depreciation deductions on our
properties. We believe that we would be treated as‘the owner of properties where we would own the underlying
land, except with respect to leases structured as financing leases,” which would constitute financings for federal.
income tax purposes. If the lease of a property does not constitute a lease for federal income tax purposes and is
recharacterized as a.secured financing by the IRS, then we believe the lease should be treated as a financing
arrangement and the income derived from such a financing. arrangement should satisfy the 75% and the 95%
gross income tests for REIT qualification as it would be considered.to be interest on a loan secured by real
propeity. Nevertheless, the recharacterization of a léase.in this fashion may have adverse tax consequences for
us. In particular, we would not be entitled to claim depreciation deductions with-respect to the property (although
we should be entitled to treat part of the payments we would receive under the arrangement as the repayment of
principal). In such event, in some taxable years our taxable income, and the correspondmg obllgatlon 1o ‘
distribute 90% of such income, would be increased. With respect to leases’ structured as “financing leases,” we
will report income received as interest income and will not take depreciation deductions related to the real
property. Any increase in our distribution requirements may limit our ability to invest in additional properties and
to make additional mortgage loans. No assurance can be provided that the IRS would recharacterize such
transactions as financings that would qualify under the 95% and 75% gross income tests.

FExcessive non-real estate asset values may jeopardize our REIT status. In order to qualify as a REIT, among
other requirements, at least 75% of the value of our assets must consist of investments in real estate, investments
in other REITs, cash and cash equivalents and government securities. Accordingly, the value of any other
property that is not considered a real estate asset for federal income tax purposes must represent in the aggregate
less than 25% of our total assets. In addition, under federal income tax law, we may not own securities in, or
make loans to, any one company (other than a REIT, a qualified REIT subsidiary or a taxable REIT subsidiary)
which represent in excess of 10% of the voting securities or 109% of the value of all securities of that company or
which have, in the aggregate, a value in excess of 5% of our total assets, and we may not own securities of one or
more taxable REIT subsidiaries which have, in the aggregate, a value in excess of 20% of our total assets.

The 25%, 20%, 10% and 5% tests are determined at the end of each calendar quarter. If we fail to meet any
such test at the end of any calendar quarter, and such failure is not remedied within 30 days after the close of
such quarter, we will cease to qualify as a REIT, unless certain requirements are satisfied.

We may have to borrow funds or sell assets to meet our distribution requirements. Subject to some
adjustments that are unique to REITs, a REIT generally must distribute 90% of its taxable income. For the
purpose of determining taxable income, we may be required to accrue interest, rent and other items treated as
earned for tax purposes, but that we have not yet received. In addition, we may be required not to accrue as
expenses for tax purposes some items which actually have been paid, or some of our deductions might be
disallowed by the IRS. As a result, we could have taxable income in excess of cash available for distribution. If
this occurs, we may have to borrow funds or liquidate some of our assets in order to meet the distribution
requirement applicable to a REIT. .

Despite our REIT status, we remain subject to various taxes which would reduce operating cash flow if and
to the extent certain liabilities are incurred. Even if we qualify as a REIT, we are subject to some federal, state
and local taxes on our income and property that could reduce operating cash flow, including but not limited to:
(i) tax on any undistributed real estate investment trust taxable income; (ii) “alternative minimum tax” on our
items of tax preference; (iii) certain state income taxes (because not all states treat REITs the same as they are
treated for federal income tax purposes); (iv) a tax equal to 100% of net gain from “prohibited transactions;”
(v) tax on gains from the sale of certain “foreclosure property;” (vi) tax on gains of sale of certain “built-in gain
properties;” and (vi) certain taxes and penalties if we fail to comply with one or more REIT qualification
requirements, but nevertheless qualify to maintain our status as a REIT.

L1}

We may be required to pay a penalty tax upon the sale of a properry. The federal income tax provisions
applicable to REITs provide that any gain realized by a REIT on the sale of property held as inventory or other
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property held primarily for sale to customers in the ordinary course of business is treated as income from a
“prohibited transaction” that is subject to a 100% penalty tax. Under current law, unless a sale of real property-
qualifies for asafe harbor, the question of whether the sale of a property constitutes the sale of property held -
primarily for sale to customers is generally a question of the facts and circumstances regarding a particular -

transaction. We intend that we and.our subsidiaries will hold the interests in our properties for investment with a-

view to long-term appreciation, to engage in the business of acquiring and owning properties, and to make
occasional sales as are consistent with our investment objectives. We do not intend to engage in prohibited
transactions. We cannot assure you, however, that we will only make sales that satisfy the requirements of the -

safe harbors or that the IRS will not successfully assert that one or more of such sales are prohibited transactions.

Item 1B. Unresolved Staff Comments

None. : .

. ! [Intentionally left blank]

18




Item 2.  Properties

As of December 31, 2007, tﬁrough various limited partnerships and limited liability companies we invested
in 100 real estate investment properties which are divided by asset class and summarized in the table below (in

thousands).

Name and Location

Ski and Mountain Lifestyle

Bretton Woods Mountain Resort—
Bretton Woods, New Hampshire

Northstar-at-Tahoe Resort—
Lake Tahoe, California

Sierra-at-Tahoe Resort—
South Lake Tahoe, California

The Village at Northstar-—
Lake Tahoe, California

L.oon Mountain Resort—
Lincoln, New Hampshire

Summit-at-Snoqualmie Resort—
Snogualmie Pass, Washington

Cypress Mountain—
Vancouver, British Columbia

Brighton Ski Resort—
Brighton, Utah

Sugarloaf Mountain Resort—
Carrabassett Valley, Maine

Sunday River Resort—
Newry, Maine

Mountain High Resort—
Wrightwood, California

Golf _

Raven Golf Club at South
Mountain—Phoenix, Arizona

Bear Creek Golf Club—
Dallas, Texas

Palmetto Hall Plantation Club—
Hil.ron Head, South Carolina

Talega Golf Club—
San Clemente, California

Description v

434 skiable acres, nine chairtifts,
and three lodging facilities

2,480 skiable acres, 16 chairlifts;
permit and fee interests

1,680 skiable acres, 12 chairlifts;
permit and fee interests

Commercial condominium units

275 skiable acfes, ten cﬁairlifts;
permit and fee interests

1,697 skiable acres, 26 chairlifts,
permit and fee interests

358 skiable af:res, five éhair]iﬂs;
permit and fee interests

1,050 skiable acres, seven
chairlifts; permit and fee interests
525 skiable acres, 15 chairlifts
G668 skiable acres, 18 chairlifts;
permit and fee interests

290 skiable acres, 59 ti':iils,
16 chairlifts; permit interest

Total

18-hole public course
36-hole publié course
3‘6-hole public course

18-hole public course
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‘Mortgages and
Other Notes
Detembersl,  Pushase  Date .
2007 Price Acquired
$ 10425 $ 45000  6/23/06
$ 44708 $ 80,097  1/19/07
$ 20,536 $ 39,808  1/19/07
L J— $ 36,100(')11j15/07m
$ 13,757 $ 15530  1/19/07
$ 13,757 $ 34,466  1/19/07
$  —  $27,500 5/30/06
$ 16803 $ 35000  1/8/07
$ —  $26000 8707
$ —  $50500 87407
$  —  $45000 6/29/07
$119,986  $435,100
$ 6,584 $ 12750 6/09/06
§ 5749 § 11,100  9/08/06
§ 3926 S 7.600. 4/27/06
$ 8946 S 18,000 1(3/16/06




Name and Location

Golf (continued)

Valencia Country Club—
Santa Clarita, California |

Weston Hills Country Club—. '

Weston, Floridd

Golf Club at Fossil Creek—
Fort Worth, Texas

The Golf Club at Cinco Ranch—
Houston, Texas

Canyon Springs Golf Club—

San Antonio, Texas

Mansfield National Golf C__lub—
Dallas-Fort Worth, Texas

Plantation Golf Club— .
Dallas-Fort Worth, Texas

Lake Park Golf Club—
Dallas-Fort Worth, Texas

Royal Meadows Golf Course—

Kansas City, Missouri

Mesa del Sol Golf Club— ,
Yuma, Arizona '

Lakeridge Country Club—
Lubbock, Texas

Fox Meadow Country Club—
Medina, Ohio

Painted Hills Golf Club—
Kansas C r'd*, Kansas

Signature Golf Course—
Solon, Ohio

Weymouth Country Club—
Medina, Ohio

Cowboys Golf Club—
Grapevine, Texas

Clear Creek Golf Club—
Houston, Texas

Arrowhead Country Club—
Glendale, Arizona

Description .

18-hole private course
36-hole privat:e.course
lS-hqle public course
13-hole public cou;se ‘
18-hole pu‘blic_ ‘cou;s‘e . ..

18-hole public ;:ourse leasehold
interest

18-hole public course

27-hole public ;:ourse; Con(;ession-
holder interest

18fhole public courr‘sc

18-hole public course

I8—hc_>|§ pfivate cour:;é

18-hole private course

lS—holfa pub]_ig course ..

18-hole priva‘te c01-1rse-.

18-hole privaFe course

18-hole public course; leasehold

interest

13-hole public course; concession-
holder interest

18-hole private course
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Mortgages and
Other Notes

Payable as of Initial
" December 31,  Purchase Date

2007 . Price Acquired
$19514  $39,533  10/16/06
$17,449  $35,000 10/16/06
$4720  $ 7686 11/16006
S 4626  $ 7337 L1/16/06
$7909  $13010 11/16/06
54369 S 7047 11/1606
$2745  $ 4424 11/16/06
§ —  $563 11/16)05
S 1217 § 2400 12122006
$ 3437 ‘$, 6850 12122106
$3973  § 7,900 12/22/06
S 4718 59400 12122006
51937 $ 3850 1222006
$ 8567  $17,100 12/22/06
$5265  $10,500 12/22/06

\ .

512570 $25000 12/26/06
5 —  $ 1888 /11107
S S17357 113007




Name and Location
Golf (continued)

Ancata Country Club—
Scotisdale, Arizona

Tallgrass Country Club—
Witchita, Kansas

Deer Creek Golf Club—
Overland Park, Kansas

Arrowhead Golf Club—
Lirtleton, Colorado

Hunt Valley Golf Club—
Phoenix, Arizona

Meadowbrook Golf & Country
Club—
Tulsa, Oklahoma

Stonecreek Golf Club—-
Phoenix, Arizona

Painted Desert Golf Club—
Las Vegas, Ngvada

Mission Hills Country Club—
Northbrook, Hlinios

Eagle Brook Country Club—
Geneva, Hlinois

Majestic Oaks Golf Club--
Ham Lake, Minnesota

Ruffled Feathers Golf Club—
Lemont, Hlinois

Tamarack Golf Club—
Napervilie, Hlinois

Continental Golf Course—
Sconsdale, Arizona

Desert Lakes Golf Club—
Bullhead Ciry, Arizona

Tatum Ranch Golf Club—
Cave Creek, Arizona

Kokopelli Golf Club—
Gilbert, Arizona

Superstition Springs Golf Club—

Mesa, Arizona

Description

18-hole private course
18-hole private course
18-hole public course
18-hole public course
27-hole public course

18-hole private course

18-hole public course
18-hole public course
18-hole private course
lS-hoie private-course
45-hole ]:.Jl.lbliC ;:ourse ]
18-hole public cou'rse
lS-ﬁole public course‘
18-hole public 'course
18-hole public course
18-hole private course

18-hole public course

18-hole public course
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Mortgages and

Other Notes

Doehecsl,  Purchase  Date
2007 Price Acquired
$— $14,107 * 11/30/07

. $— $ 5405 11/30/07
$S— . $ 8934 11/30/07
$— $15,783  11/30/07
$— $23,430- 11/30/07
$— $11,530  11/30/07
$— $14,095 11/30/07
$— $ 9468 11/30/07
§— $ 4779 11/30/07
$— $16,253 11/30/07
$— $13,217  11/30/07
$— $13,883  11/30/07
$— $ 7,747 11/30/07
$— § 6419 11/30/07
$— $ 2,637 11/30/07
$— $ 6379 11/30/07
$— $ 9416 11/30/07
$— $11,042  11/30/07




Name and Location
Golf (continued)

Foothills Golf Club—
Phoenix, Arizona

Legend at Arrowhead Golf Resort—
Glendale, Arizona

London Bridge Golf Club—
Lake Havasu, Arizona

Forest Park Golf Course— -
St. Louis, Missouri

Micke Grove Golf Course—
Lodi, California

Attractions

Gatlinburg Sky Lift—
Gatlinburg, Tennessee

Hawaiian Falis—Garland—
Garland, Texas

Hawatian Falls—The Colony—
The Colony, Texas

Fiddlesticks Fun Center—
Tempe, Arizona

Funtasticks Fun Center—
Tucson, Arizona

Putt Putt Fun Center—
Lubbock, Texas

Putt Putt Fun Center—
Raleigh, North Carolina

Camelot Park—
Bakersfield, California

Zuma Fun Center—
Charlotte, North Carolina

Zuma Fun Center—
Knoxville, Tennessee

Zuma Fun Center—
North Houston, Texas

Description

18-hole public course

18-hole public course

36-hole semi-private course

27-hole public course;
leasehold interest

18-hole public course;
leasehold interest

Total

Scenic chairlift;
leasehold interest

11-acre waterpark;
leasehold interest

12-acre waterpark;
leasehold interest

Miniature golf course, bumper
boats, batting cages and'go-karts

Miniature golf course, go-karts,
batting cages, bumper boats and
kiddie land with rides

Batting cages, go-karts and
bumper boats; leasehold interest
Batting cages, go-karts and bumper
boats; leasehold interest

Miniature golf course, go-karts,
batting cages and arcade;
leasehold interest

Miniature golf course, batting cages,
bumper boats and go-karts

Miniature golf course, batting
cages, bumper boats, rock
climbing and go-karts

Miniature golf course, batting
cages, bumper boats and go-karts
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Mortgages and

Other Notes
Dedember S, Purchase D
2007 Price Acqaired
$  — $ 9381 1130607
$  — $ 10438 11/30/07
$  — 811805 11/30/07
S — 13372 1211907
$  — $ 6550 12/19/07
$128,221  $518,034
$ —  $19940 1212205
$ — $ 6318 421/06
$ — 5 5807 411/06
$ — 8 5,016 10/06/06
$ — $ 6424 10/06/06
s — % 1779 10/06/b6
§ — $ 811 1006/06
S — $ 948 10/06/06
S — '$ 7378 10/06/06
$ — $ 2037 10/06/06
$ — $ 916 10/06/06



Name and Location
Attractions (continued)

Mountasia Family Fun Center—
North Richland Hills, Texas

Zuma Fun Center—
South Houston, Texas

Grand Prix Tampa—
Tampa, Florida

Magic Springs and Crystal Falls
Theme Park—
Hot Springs, Arkansas

White Water Bay—
Oklahoma City, Oklahoma

Splashtown—
Houston, Texas

Water World—
Concord, California

Elitch Gardens—
Denver, Colorado

Darien Lake—
Buffalo, New York

Frontier City— .
Oklahoma City, Oklahoma

Wild Waves & Enchanted Village—
Seartle, Washington

Additional Lifestyle Properties
Marinas

Lake Front Marina—
Port Clinton, Ohio

Sandusky Harbor Marina—
Sandusky, Ohio

Beaver Creek Marina—
Monticello, Kentucky

Burnside Marina——
Somerset, Kentucky

Pier 121 Marina and Easthill Park—
Lewisville, Texas

Description

Two miniature golf courses, go-
karts, bumper boats, batting cages,
paintball fields and arcade

Miniature golf course, batting
cages, bumper boats and go-karts

Miniature golf course, go-kart and
batting cages

70-acre theme park and waterpark

PR

21-acre tropical-themed waterpark
53-acre waterpark

23-acre waterpark; leasehold
interest o

62-acre theme park and waterpark

978-acre theme park and
waterpark

 13-acre theme park

67-acre theme and waterpark;
leasehold interest

Total i

470 wet slips; leasehold and fee

. interests

660 wet slips; leasehold and fee
interests
275 wet slips; leasehold interest

400 wet slips; leasehold interest

1,007 wet slips, 250 dry storage
units; leasehold interest
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Mortgages and

Other Notes
Dereobec s, Purchase  Date
2007 Price Acquired
$ — 8 1776 10/06/06
$ — S 4883 10/06/06
$ — § 3254 -10/06/06
$ —  $20000. 4/16/07
$1328 § 50,000 4/6/07
$ 980 $ 13700  4/6/07
§ 754 $ (0,800  4/6/07
$ 9211 $109,000  4/6/07
$ 6924  $109000  4/6/07
$ 1,196 $ 17,750  4/6/07
$ 1,607 S 31,756 .:!_416105’
$22,000  $399,287
$ — $ 5,600 12/22/06
$ — $ 8953 12/22/06
$ —  $10525 12022006
$ — § 7,130 12/22/06
$ —  $37,190 1222006




Name and Location .
Additional Lifestyle Properties
Marinas (continued)

Manasquan River Club—
Brick Township, New Jersey

Crystal Point Marina—
Paint Pleasant, New Jersey

Eagle Cove Marina—
Byrdstown, Tennessee

Great Lakes Marina—
Muskegon, Michigan

Holly Creek Marina—
Celina, Tennessee

Dealerships
Route 66 Harley-Davidson—
Tulsa, Oklahoma

Lifestyle Residential
Mizner Court at Broken Sound—
Boca Raton, Florida

FOOTNOTE:

Deéscription

199 wet slips -
200 wet slips

106 wet slips; leasehold and fee
interests

350 wet slips, 150 dry storage
units

250 wet slips; leasehold and fee
interests

Total
46,000 square-foot retail and
service facility with restaurant

Total

450-unit apartment complex

Total
Total Properties

Mortgages and

Other Notes

Payable as of Initial

December 31, Purchase Date
2007 Price Acquired

$ — '$ 8,900 6/8/07

b — $ 5,600 . 6/8/07

$ — $ 5300 8/1/07

$ i $ 10,088 820007

$ — $ 6790 81407

$ — $ 106,076

b — $ 6,500 4727/06

$ _ $ 6,500

$ 85413 $ 104,400 12/31/07

$ 85413  $ 104,400

$355,620 $1,569,397

’

(1) On October 2, 2007 and November 15, 2007, we acquired The Village at Northstar from a subsidiary of
Northstar Mountain Properties, LLC for an aggregate purchase price of approximately $36.1 million, of
which approximately $0.7 million was placed in reserve, at closing, for capital improvements,

(2} This amount includes the Bretton Woods construction loan of approximately $3.6 million as of

December 31, 2007.
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As of December 31, 2007, we own interests in three unconsolidated ventures that are in the business of
owning and leasing real estate. We own an 80% interest in the Intrawest Retail Village Properties, an 80%
interest in the Dallas Market Center anid a 69.7% interest in the two Great Wolf Waterpark Resorts. The amounts’
of purchase price and mortgages and other notes.payable as of December 31, 2007, which are reflected in the
table below, represent only our proportionate share of the total purchase price and outstanding mortgages and
other notes payable of the underlying ventures. As of December 31, 2007, we have invested, through
unconsolidated entities, in the following properties which are divided by asset class (in thousands): '

Mortgages and
Other Notes
Payable as of Initial
) December 31,  Purchase Date
Nume and Location Description 2007 Price Acquired

Destination Retail

Village at Blue Mountain—
Ontario, Canada

Whistler Creekside— *

23 tenant units in 6 buildings $ 21,3930 §° 8,625 12/3/04

British Columbia, Canada 26 tenant units in 8 buildings 5 — $ 15,600 12/3/04
Village at Copper Mountain—

Copper Mountain, Colorado 48 tenant units in 10 buildings $ 9365 § 18,640 12/16/04
Village at Mammoth Mountain— ‘

Mammoth Lakes, California 33 tenant units in 4 buildings $ 10,546 5 .18,640 12/16/04
Village of Snowsho¢ Mountain— '

Snowshoe, West Virginia 16 tenant units in 4 buildings . $ 4,150 $ 6720 12/16/04
Village of Baytowne Wharf— :

Destin, Florida 30 tenant units in 14 buildings  * - % 8,527 § 13,680 12/16/04

Village at Stratton—-

Stratton, Vermont 23 tenant units in 1§ buildings $ 2437 $ 7600 12/16/04

Total : $ 56,418 % 89,505
Merchandise Marts
Dallas Market Center—
Daillas, Texas International Floral
and Gift Center—Dallas,
Texus 4.8 million leasable square feet $121,010  $199,200 2/14/05
Total $121,010  $199,200

Attractions
Great Wolf Waterpark Resorts

Great Wolf Lodge—W isconsin 76,000 square-foot waterpark, »
Dells— 309 guest suites, 77 condominium units
Wisconsin Dells, Wisconsin with 128 rooms and 64,000 square-foot

indoor entertainment area $ 43,8982 -§ 42,000 10/4/05

Great Wolf Lodge—Sandusky— 42,000 square-foot indoor
Sandusky, Ohio entertainment area with waterpark,

6,000 square feet of meeting space, ' '
$ - $ 38,150 10/4/05

fitness center, arcade and gift shop
Total $ 43,898 § 80,150
Total Properties $221,326  $368,855
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FOOTNOTES:

(1) This amount encumbers both the Vitlage at Blue Mountain and Whistler Creekside properties and was
converted from Canadian dollars.to U.S. dollars at an exchange rate of 1.0194 Canadian dollars for $1.00
‘U.S. dollar on December 31,2007. -

{2) This :;rh.ounl'encﬁmbgrs both the Great Wolf Lodge—Wisconsin Delis and Sandusky properties.

In addition to the properties [isted above, we made the following acquisitions subsequent to December 31,
2007 (in thousands): ’

- Initial -

' : Mortgages Pul;clll?lse Date
Name and Location Description Payable Price Acquired
Golf
Shandin Hills Golf Club .

San Bernardino, California . 18-hole public course  $— $5.249  3/7/08
Total - $— $5,249

Ttem 3. Legal Proceedings

We are subject, from time to time, to various legal proceedings and claims that arise in the ordinary course
of business. While resolution of these matters cannot be predicted with certainty, we believe, based upon
currently available information that the finat outcome of such matters will not have a material adverse effect on
our results of operations or financial condition.

Item 4. Submission of Matters to a Vote of Security Holders

There were no matters submitted to a vote of our security holders during the fourth quarter of 2007.

[Intenticnally left blank]
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PART I

b

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of
Equity Securities

Market Information. There is no established public trading market for our shares, and even though we
intend to list our shares on a national securities exchange or over-the-counter market. If market conditions are
satisfactory, a public market for our shares may not develop even if the shares are listed. Prior to such time, if
any, as the listing of our shares occurs, any stockholder who has held shares for not less than one year {other than
CNL Income Company, LLC or its affiliates) may present all or any portion equal to at least 25% of such
stockholder’s shares to us for redemption at any time (pursuant to our existing redemption plan). See the section
entitled “Redemption of Shares” below for additional information regarding our redemption plan.

As of December 31, 2007, the price per share of pur common stock was $10.00. We determined the price
per share based upon the price we believed investors would pay for the shares and on certain other
considerations. We did not take into account the value of the underlying assets in determining the price per share.

We are also aware of sales of our common stock made between investors totaling 16,293 shares sold at émll
average price of $8.96 per share during 2007, 6,000 shares sold at an average price of $8.50 per share during ‘
2006 and 1,233 shares sold at an average price of $8.92 per share during 2005. .

Beginning on April 16, 2004, we offered for sale up to $2.0 billion in shares of common stock (200 million |
shares of common stock at $10.00 per share) pursuant to a registration statement on Form S-11 under the
Securities Act of 1933 (File No. 333-108355), as amended (the “1st Offering”). We commenced active
operations on June 23, 2004, when the minimum required offering proceeds were received and funds were
released to us from escrow. Qur activities from August 11, 2003, our inception, through June 23, 2004 were
devoted to the organization of the company. On March 31, 2006, the Ist Offering was terminated and on April 4,
2006, we began the offering and sale of up to $2.0 billion in common stock (200 million shares of common stock
at $10.00 per share) pursuant to a registration statement on Form S-11 under the Securities Act of 1933 (File
No. 333-128662), as amended (the “2nd Offering”). As of March 1, 2008, we had approximately 64,027 common
stockholders of record. ' :

The following table summarizes our public offerings as of December 31, 2007 (in thousands):

1t Offering 20d Offering Total
Shares Proceeds Shares Proceeds Shares Proceeds

Subscriptions received ... ..... R 51247 $512,540 134,508 $1,330,697 185,755 §1,843,237
Subscriptions received pursuant to ' ' _

reinvestment plan .............. ... 862 8,188 6,040 57.382 6,902 65,570
Redemptions .......... S (894) (8,444) {(73) (687) (967) (9,131)

Total ... e 51,215 $512,284 140475 $1,387,392 191,690 $1,899,676

Number of investors .................. 17,505 44,512 62,017

In addition to the shares sold through our public offerings, our Advisor purchased 20,000 shares for
$200,000 preceding the commencement of our 1 Offering. In December 2004, 117,706 restricted common -
shares for $1.2 million were issued to CNL Financial Group, Inc., a company affiliated with our Advisor and
wholly-owned indirectly by our chairman of the board and his wife.
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We have used these offering proceeds primarily for the following purposes (approximate amounts in
thousands):

Acquisition of real estate, net of loan proceeds ............. ... ....... . $1,265,334
Investment in unconsolidated entities, net of loan proceeds . .. ............. 170,560
‘Investments.in mortgage loans receivable, net of repayment .. ... .......... 122,951
Paymentof offeringcosts ... ... ... e 29,849
Payment of selling commissions.and marketing supportfees .............. - 179.267
Payment of acquisition costs and fees . ............. e 35,806
Deposits outstanding ........... .. e 11,575

. Redemptions of commonstock .......... ... ... . ... .. e 9,131

Total ....1.......... e LA (R $1,874473

Distributions. We make distributions to stockholders pursuant to the provisions of our articles of
incorporation. For the years ended December 31, 2007 and 2006, we declared and paid cash distributions of
approximately $94.1 million and $33.7 million, respectively, to the stockholders. For the years ended
December 31, 2007 and 2006, approxlmately 58.0% and 71.9%, respectively, of the distributions paid 10
stockholders were considered ordmdry income and approximately 42.0% and 28.1%, respectively, were
considered a return of capital to stockholders for federal income tax purposes. No amounts distributed 1o
stockholders for the years ended December 31, 2007 and 2006, were required to be or have been treated by us as
a return of capital for purposes of calculating the stockhelders' return on their invested capital as described in our
advisory agreement. ' :

The following table prcsems total dlstnbuuons‘ declared and dmtnbutlons pcr share (m thousands except per
share data): : . . . . iy -

2006 Quarters ‘ R First  Second  Third  Fourth Year
Total distributions declared .......... .. ........... ... $ 58135 7281 $ 8396 512,236 .$33.726
Distributions pershare .. ........ ... .. oL, 01374 , 01374 01399 0.1475 - 0.5622
2(')0’} (jluarters First  Second  Third Fourth  Year
Total distributions declared . ........... .. . ... ....... $18,258 $21.,890 $26,144 $27.775 $94.067
Distributions pershare ........... ... ... ... ... ..., 0.1500 , 0.1500 0.1500 0.1500  0.6000

We have and intend to continue to pay distributions to our stockholders on a quarterly basis. The amount of
distributions declared to our stockholders will be determined by our board of directors and is dependent upon a
number of factors, including expected and actual net cash from operations for the year, our financial condition, a
balanced analysis of value creation reflective of both current and expected long-term stabilized cash flows from ,
our properties, our objective of continuing to qualify as a REIT for federal income tax purposes, the actual
operating results of each quarter, economic conditions, other operating trends, capital requirements and
avoidance of volatility of distributions. Operating cash flows are expected 1o be generated from properties, Joans
and other permitted investments acquired or made by us. We are required to distribute at least 90% of our taxable
income to maintain our REIT qualification for tax purposes. We have and may continue to borrow on our
revolving line of credit to fund distributions to stockholders at the end of each fiscal quarter. See “Sources of
Liquidity and Capital Resources” within Item 7. “Management’s Discussion and Analysis of Financial Condition
and Results of Operations” for additional information related to our sources of cash for distributions. :

Redemptlon of Shares. Our redemption plan is demgned to provide ehglb!e stockholders with limited.
interim liquidity by enabling them to sell shares back to us prior to the listing of our shares. Subject to certain
restrictions discussed below, we may redeem fractional shares, from time to time, at the following prices:

¢ $9.25 per share for stockholders who have owned their shares for at least one year;

*  $9.50 per share for stockholders who have owned their shares for at least two years;
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Total Number ‘ Part of Publicly, Purchased
of Shares Average Price Announced under the
Purchased Paid per Share Plan Plan
October 1, 2007 through October 31,2007 .......... 308,946 $9.49 308,946 4,836,636
November 1, 2007 through November 30, 2007 .. .. .. _ — — 4,836,636
_December 1, 2007 through December 31, 2007 ... ... — — J— 4,836,636
Total .....oeeee... DU Cn 308,946 ' 308,946

+  $9.75 per share for stockholders who have owned their shares for at least three years; and |

« for stockholders who have owned their shares for at least four years, a price determined by our board of
directors but in no event less than $10.00 per share.

During the period of any public offering, the repurchase price will be equal to or below the price of the
shares offered in any offering. Stockholders that have purchased shares'in 1st Offering will receive no less than
$9.50 for their shares and will be eligible to redeem at greater than $9.50 when the applicable holding period has
been met in accordance with the pricing set forth above. Redemption of shares issued pursuant to our
reinvestment plan will be priced based upon the purchase price from which shares are being remvested

Any stockholder who has held shares for not less than one year (other than our Advisor) may present for our
consideration, all or any portion equal to at least 25% of such shares to us for redemption at any time. At such
time, we may, at our sole option, choose to redeem such shares presented for redemption for cash to the extent
we have sufficient funds available. Further, we have the right to waive the one-year holding period in the event of
the death, permanent disability or bankruptcy of-a stockholder or other exigent circumstances. There is no .
assurance that there will be sufficient funds available for redemption or that we will exercise our discretion to
redeem such shares and, accordingly, a stockholder’s shares may not be redeemed. Factors that we will consider
in making our determinations to redeem shares include:

« whether such redemption impairs our capital or operations;
*  whether an emergency makes such redemption not reasonably practical; .

» whether any governmental or regulatory agency with jurisdiction over us dcmands such action for the
protection of our stockholders; ‘

»  whether such redemption would be unlawful; and .

13 ' .

 whether such redemption, when considered with all other redemptions, sales, assignments, transfers
and exchanges of our shares, could prevent us from qualifying as a REIT for tax purposes.

'

If we elect to redeem shares, the following conditions and limitations would apply. The full amount of the
proceeds from the sale of shares under the reinvestment plan (the “Reinvestment Proceeds”) attributable to any
calendar quarter will be used to redeem shares presented for redemption during such quarter. In addition, we
may, at our discretion, use up to $100,000 per calendar quarter of the proceeds of any public offering of our '
common stock for redemptions. Any amount of offering proceeds which is available for redemptions, but which
is unused, may be carried over to the next succeeding calendar quarter for use in addition to the amount of
offering proceeds and Reinvestment Proceeds that would otherwise be available for redemptions. At no time
during a 12-month period, however, may the number of shares we redeem (if we determine to redeem shares)
exceed 5% of the weighted average shares of our common stock at the beginning of such 12-month period. For
the year ended December 31, 2007, we redeemed approximately 663,000 shares at an average price of
approximately $6.42 per share, for a total of approximately $6.2 ml]llon

Issuer Purchases of Equity Securities. The following table presents details regarding our repurchase of
securities between October 1, 2007 and December 31, 2007:

Maximum

Total Number  Number of
of Shares Shares that
Purchased as may yet be




In February 2008, we redeemed an additional 311,693 shares at an average price of approxlmately $9.36 per
share for a total of $2.9 million.

In the event there are insufficient funds to redeem all of the shares for which redemption requests have been
submitted, and we determine to redeem shares, we will commit to redeem shares on a pro rata basis at the end of
each quarter, with the actual redemption occurring at the beginning of the next quarter. A stockholder whose
shares are not redeemed due to insufficient funds in that quarter can ask that the request to redeem the shares be
honored at such time as sufficient funds exist. In such case, the redemption request will be retained, and such
shares will be committed for redemption (if we determine to redeem shares) in the same manner as described
above at the end of the next quarter. Alternatively, if a redemption request is not satisfied and the stockholder
does not make a subsequent request to redeem its shares at such time as sufficient proceeds from the-
Reinvestment Plan exist, we will-treat the initial.redemption request as cancelled. Stockholders will not
relinquish their shares of common stock to us until such time as we commit to redeem such shares. Commitments
to redeem shares will be made at the end of each quarter and will be communicated to each stockholder who has
submitted a request in writing. Until such time as a commitment is communicated and shares are actually
dehvercd o us, a slockholder may w:thdraw its redemption request

A stockholder who wishes to have his or her shares redeemed must mail or deliver a written request on a
form we provide, executed by the stockholder, its trustee or authorized agent, to the redemption agent, which is
currently BNY Investment Center, Inc., an affiliate of the Bank of New York. The redemption agent at ail times
will be registered or exempt from registration as a broker-dealer with the Commission and'each state securities
commission. Within 30 days following the redemption agent’s receipt of the stockholder’s request, the
redemption agent will forward to such stockholder the documents necessary to affect the redemption, including
any signature guarantee we or the redemption agent may require. In the event that we elect to accept such shares
for redemption, the redemption agent will affect such redemption for the calendar quarter provided that it
receives the properly completed redemption documents relating to the shares to be redeemed from the
stockholder at least one calendar month prior to the last day of thé current calendar quarter and has sufficient
funds available to redeem such shares. The effective date of any redemption will be the last date during a quarter
during which the redemption agent receives the properly completed redemption documents. As a result, we
anticipate that, assuming sufficient funds are available for redemption, the redemptions will be pald no later than
30 days after the quarter]y determmauon of the availability of funds for redemption.

" Accordingly, the redeniption price paid to stockholders for shares of common stock 'we redeem miay vary
over time to the extent that the IRS changes its ruling regarding the percentage discount that a REIT may give on
reinvested shares; or to the extent that the board of directors determines to make a corresponding change to the:
price at which it offers shares pursuant to it§ reinvestment plan.

A stockholder may present fewer than all of his or her shares to us for redemption provided that:

+ the minimum number of shares Wthh must be presented for redempnon shall be at least 25% of his or
her shares, and :

+ if such stockholder retains any shares, he or she must retain at least $5,000 worth of shares based on the
current offering price.

Our board of directors, in its sole discretion, may amend or suspend the redemption plan at any time it
determines that such amendment or suspension is in our best interest. If our board of directors amends or
suspends the redemption plan, we will provide stockholders with at east 30 days advance notice prior to
effecting such amendment or suspension: (i) in our annual or quarterly reports or (ii) by means of a separate .
mailing accompanied by disclosure in a current or periodic report under the Securities Exchange Act of 1934,
While we are engaged in an offering, we will also include this information in a prospectus supplement or post- .-
effective amendment to the registration statement as required under federal securities laws. The redemptlon plan
will terminate, and we no longer shall accept shares for redemption, if and when listing occurs,
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Item 6.  Selected Financial Data
SELECTED FINANCIAL DATA

. The fdllowing selected financial data for CNL Income Properties should be read in conjunction with
“Item 7.—Management’s Discussion and Analysis of Financial Condition and Results of Operations”(in
thousands except per share data): .

Year Ended December 31,

. 2007 , 2006 , . 2005 20040 2003
Operating Data: -

Revenues ..ot $ 141,183 & 22256-% 227 §  — . % —
Operating income (losS) ...............o ... 35,409 1478 . (4984 (1,280 —
Netincome (10S8) .....ovvuueeneeninnnn..n 35,525 19,385 6,583 (683) —
Net income (loss) pershare ................. 0.22 “0.31 . 0.33 0.17) —
Cash distributions declared and paid® ........ v . 94,067 33726 10,096 , 1,173 —
Cash distributions declared and paid per share .. 0.60 0.56 054 . 026 , —
Cash provided by (used in) operating . . .

activities ......... ... .. ... e 117,212 45293 4616 . 755 (199
Cash used in investing activities ............. 1,221,387 562480 199,063 41,781, —
Cash provided by financing activities ......... 842,894 721,293 251,542 77,735 200
Weighted average number of shares outstanding '

(basic and diluted) ...................... 159807 62461 19796 4076 ' 20

Year Ended December 31,

r

. . 2007 2006 2005 20040 2003w
Balance Sheet Data: \ -
Real estate investments . .............cou..s $1,603,061 § 464,892 $ 20953 § — § —
Investments in unconsolidated entities.. .. ... ... 169,350 178,672 212,025 41913 —
Mortgages and other notes receivable .......,. 116,086 106,356 3,171 — =
Cash ... ... 35,078 296,163 93,804 36,710 I
Totalassets ... iiiinina. .. 2,042,210 1,103,699 336,795 85956 1,312
Long-term debt obligations ................. 355,620 69,996 — — —_
" Total liabilities ... ... [ 424,896 104,505 12,163 11,004 . 1,112
Rescindable common stock . ... .vvveenen... — 21,688 — — L
Stockholders® equity ............ RERTETRPROR 1,617,314 977,506 324,632 74,952 ° 200
Other Data: . A .o ) :
_Funds from operations (“FFO”)® ...... U $ 118378 § 40,037 §$ 14170 S (579) § —
FFO pershare® ... ...........ccccuuene... $ 074§ 064 $ 072 % (0.14) § —
Properties owned directly at the end of period . , . 90 . 42 a1 —_
.t Properties owned through unconsolidated entities ) Co
atendoftheperiod ...................... 10 10 10 7 —.
Investments in mortgages and other notes o o
receivable at the end of peried ............. 9 7 1 — —
FOOTNOTES:

(1) The selected financial data for 2003 covers the period August 11, 2003 (our date of inception} through'
December 31, 2003, Operations commenced on June 23, 2004 when we received minimum offering
proceeds of $2.5 million and funds were released from escrow. We completed our first investment in
December 2004. The historical results of operations are not necessarily indicative of future performance due
to our limited operating history and our rate of growth attributable to the significant increase in proceeds
raised through our offerings as well as the number and magnitude of real estate acquisitions made in recent
periods.
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(2) Cash distributions are declared by the board of directors and generally are based on various factors,

including expected and actual net cash from operations and our general financial condition, among others.
Approximately 58.0%, 71.9%, 51.9%, 24.0% and 0.0% of the distributions received by stockholders were
considered to be ordinary income and approximately 42.0%, 28.1%, 48.1%, 76.0% and 0.0% were
considered a return of capital for federal income tax purposes for the years ended December 31, 2007, 2006,
2005, 2004 and 2003, respectively. We have not treated such amounts as a return of capital for purposes of
calculating the stockholders’ return on their Invested Capital, as described in our advisory agreement. '

(3) We consider funds from operations (“FFQ") to be an indicative measure of operating performance due to

the significant effect of depreciation of real estate assets on net income. FFQ, based on the revised definition
adopted by the Board of Governors of the National Association of Rea) Estate Investment Trusts
(“NAREIT") and as used herein, means net income determined in accordance with GAAP, excluding gains
or losses from sales of property, plus depreciation and amortization of real estate assets and after
adjustments for unconsolidated partnerships and joint ventures. We believe that by excluding the effect of
depreciation and amortization, FFO can facilitate comparisons of operating performance between periods
and between other equity REITs, FFO was developed by NAREIT as a relative measure of performance of
an equity REIT in order to recognize that income-producing real estate historically has not depreciated on
the basis determined under GAAP, However, FFO (i) does not represent cash generated from operating
activities determined in accordance with GAAP (which, unlike FFO, generally reflects all cash effects of
transactions and other events that enter into the determination of net income); (ii) is not necessarily
indicative of cash flow available to fund cash needs; and (iii) should not be considered as an altefnative to
net income determined in accordance with GAAP as an indication of our operating performance, or to cash
flow from operating activities determined in accordance with GAAP as a measure of either liquidity or our
ability to make distributions. FFO as presented may not be comparable to amounts calculated by other
companies. Accordingly, we believe that in order to facilitate a clear understanding of the consolidated
historical operating results, FFO should be considered in conjunction with our net income as reported in the
accompanying consolidated financial statements and notes thereto.

Reconciliation of net income (loss) to FFO for the years ended December 31, 2007, 2006, 2005, 2004 and

2003 (in thousands except per share data):

Year Ended December 31,
2007 2606 2005 2004 2003

Net income (loss) ............ P $ 35,525 $19,385 $ 6,583 § (683) $—
Adjustments:
Depreciation and amortization ...................... L 64,883 8,489 17 _ =
Net effect of FFO adjustment from unconsolidated entities® ., 17,970 12,163 7,570 104 —
Total funds from operations .......................c.... $118,378 $40,037 514,170 § (579) $—
Weighted average number of shares of common stock :

outstanding (basic and diluted) ........................ 159,807 62461 19,796 4,076 20
FFQ per share (basicand diluted) . ....................... $ 074 $ 064 $ 072 $(0.14) $—
FOOTNOTES:

{a) Represents our share of the FFO adjustments allowable under the NAREIT definition (primarily
depreciation) multiplied by the percentage of income or loss recognized under the HLBV method of

accounting.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations -
INTRODUCTION

CNL Income Properties, Inc. was organized pursuant to the laws of the State of Maryland on August 11,
2003. We were formed primarily to acquire lifestyle properties in the United States and Canada that we lease on .
a long-term basis (generally between five to 20 years, plus multiple renewal options) to tenants or operators' who
are significant industry leaders. We define lifestyle properties as those properties that reflect or are impacted by
the social, consumption and entertainment values and choices of our society. We also make and acquire loans
(including mortgage, mezzanine and other loans} generally collateralized by interests in real estate. We currently -
operate and have elected to be taxed as a REIT for federal income tax purposes beginning with the taxable year -
ended December 31, 2004. We have retained CNL Income Company, LLC as our Advisor to provide’
management, acquisition, advisory and administrative services.

GENERAL . . . . e, '

As of March 1, 2008, we had a portfolio of 100 lifestyle propertics within eight asset classes: Marinas, Ski
and Mountain Lifestyle, Destination Retail, Golf, Merchandise Marts, Attractions, Dealerships and Lifestyle -
Residential. Ten of these 100 properties are owned through unconsolidated ventures and three are located in
Canada. Also, at March 1, 2008, we have made 11 loans, nine of which are outstanding and have committed to
acquire four additional properties. Our properties are generally leased on a long-term basis to either third- -party
tenant operators or (o affiliated tenants who contract third- -party managers that we consider io be 51gn1ﬁcant
industry leaders. ’

Many of the lifestyle properties in which we invest are impacted by seasonal variations. As a result, the
businesses conducted at these lifestyle properties experience seasonal fluctuations in revenues that may require
our operators to supplement cash flows at those properties in order to be able to make scheduled rent payments to
us. We experience competition from other REITSs, real estate partnerships, mutual funds, institutiona! investors; -
spectalty finance companies, opportunity funds and other investors, including, but not limited to, banks and
insurance companies, many of which have greater financial resources than us in the acquisition, ]easmg and
financing of properties within our targeted asset classes. These competitors often also have a lower cost of capital
and are subject to less regulation. This competition impacts our ability to find both real estate investments and
tenants. We may also face competition from other funds in which affiliates of our Advisor may participate.

Our properties typically are, or will be, leased on a long-terrn, triple-net basis to either third-party tenant
operators or to affiliated tenants who contract third-party managers that we consider to be significant industry
leaders. Two water park resorts are owned by us through an unconsolidated venture that leases the properties to
tenant entities that arc owned by a taxable REIT subsidiary (“TRS™) of the venture. The results of operanons for
this unconsolidated entity include the’ operating results of the under]ymg properties as opposed to rental mcome
from operating leases that is normally recorded for properties leased to third- -party tenants. Our llfestyle C
residential property is leased under short-term leases (typically one year) to multiple tenants, ‘

We have elected to be taxed as a REIT for federal income tax purposes. As a REIT, we generally will not be
subject to federal income tax at the corporate level to the extent that we distributé at least 90% of our taxable
income to our stockholders and meet other compliance requirements, If we fail to qualify as a REIT in any
taxable year, we will be subject to federal income tax on our taxable income at regular corporate rates and will
not be permitted to qualify for treatment as a REIT for federal income tax purposes for four years following [he
year in which our qualification is lost. Such an event could materially and adversely affect our net income and
cash flows. However, we believe that we are organized and have operated in a manner to qualify for treatment as
a REIT beginning with the year ended December 31, 2004. In addition, we intend to continue to be organized and
to operate so as to remain qualified as a REIT for federal income tax purposes.
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LiQuiDITY AND CAPITAL RESOURCES
General

Our principal demand for funds during the short and long-term will be for property acquisitions, loans and
other permitted investments and the payment of operating expenses and distributions to stockholders. Generally,
our cash needs for items other than property acquisitions and making loans are generated from operations and our
investments. The sources of our operating cash flows are primarily driven by the rental income and net security
deposits received from leased properties, from interest payments on the loans we make and by distributions from
our unconsolidated entities. A reduction in cash flows from any of these sources could significantly decrease our
ability to pay distributions to our stockholders. We have also entered into a revolving line of credit with a
capacity of $100.0 million, which will be used to bridge short-term liquidity needs that arise due to timing of
cash receipts and payments. \

We intend to continue to acquire properties and make loans and other permitted investments with proceeds
from our public offerings and permanent debt financing. If sufficient capital is not raised, it would limit our
ability to acquire additional properties or make loans and permitted investments. A failure to raise necessary
capital could impact our ability to pay distributions to our stockholders unless we choose to borrow to do so.

We intend to continue to pay distributions to our stockholders on a quarterly basis. Operating cash flows are
expected to be generated from properties, loans and other permitted investments to cover such distributions. In
the event we are unable to acquire properties at the pace expected, we may not be able to continue to pay
distributions to stockholders or may need to reduce the distribution rate or borrow to continue paying
distributions, all of which may negatively impact a stockholder’s investment in the long term. Our ability to
acquire properties is in part dependent upon our ability to locate and contract with suitable third-party tenants.
The inability to locate suitable tenants may delay our ability to acquire certain properties. Not only are we
experiencing increased competition in our targeted asset classes, we are also challenged due to the complex and
expensive structures we must use to acquire properties due to the tax and legal requlremems of being a REIT.
Delays in acquiring properties or making loans with the capital raised from our common stock offerings will
adversely affect our ability to pay distributions to our existing stockholders.

“We believe that our current and anticipated capital resources, including cash on hand and the availability of
funds from our line of credit and from other potential borrowings are sufficient to meet our liquidity needs for the
coming year.

Sources of Liquidity and Capital Resources
Common Stock Offering

Our main source of capital is from our common stock offerings. As of December 31, 2007, we had received
approximately $1.9 billion (192.7 million shares) in total offering proceeds. The following table summarizes our
public offerings as of December 31, 2007 (in thousands): '

1= Offering 2¢ Offering Total
Shares Proceeds Shares Proceeds Shares Proceeds
Subscriptions received . . ............... 51,247 $512,540 134,508 $1,330,697 185,755 $1,843,237
Subscriptions received pursuant to '
reinvestment plan .. ... S 862 8,188 6,040 57,382 6,902 635,570
Redemptions ............ccoeuennenont. (894) (8,444) (73) (687) (967) (9,131)
Total . ... 51,215 $512,284 140475 $1,387,392 191,690 $1,899,676
Number of investors . ..........ovvnnn- 17,505 44,512 62,017

In addition to the shares sold through our public offerings, our Advisor purchased 20,000 shares for
$200,000 preceding the commencement of our 1st Offering. In December 2004, 1 17,706 restricted common
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shares for $1.2.million were issued to CNL Financial Group, Inc., a company affiliated with our Advisor and
wholly-owned indirectly by our chairman of the board and his wife. '

I o !

Borrowings

We have borrowed and intend to continue to borrow money to'acquire assets and to pay certain related
fees. We have also borrowed, and may continue to borrow, money to pay distributions to stockholders. In
general, we pledge our assets in connection with such borrowings. The aggregate amount of permanent financing
is not expected to exceed 50% of our total assets on an anndal basis. The maximum amount we may borrow is
300% of our net assets in the absence of a satisfactory showing that a higher level of borrowing is appropnate In
order to borrow an amount in excess of 300% of our net assets, a majority of the independent members of our
board of directors must approve the borrowing and the borrowing must be disclosed and explained to
stockholders in our first quarterly report after such approval occurs. .

Credit and real estate financing markets have experienced significant deterioration beginning in the second
half of 2007, and we expect this trend to continue in 2008. Until these markets improve, we may experience more
difficulty in obtaining mortgage loans or may be required to accept less favorable terms than we have received in
the past. .-

On QOctober 15, 2007, we obtained a $100.0 million syndicated revolving line of credit which replaced our
$20.0 million revolving line of credit. The new line of credit will be used for working capital, to temporarily fund
distributions to stockholders and to make real estaté investments. The line of credit bears interest at either Prime
plus 0. 50% or 30-day, 60-day or 90-day LIBOR plus 2.0% and matures on October 15, 2010 and is collateralized
by a ski property, our marina properties and certain of our attraction properties and has an apgregate carrying
value of approximately $229.9 million at December 31, 2007. The terms of the line of credit require us to meet
certain customary financial covenants and ratios including (a) a maximum leverage ratio not to exceed 65%, (bya
minimum fixed charge ratio of no less than 115%, and (¢) a mm1mum net worth of no less than $750.0 million
phus 75% of equity raised since July 1, 2007. We were in compliance with these covenants as of December 31,
2007.

In connection with the foreclosure on the Mizner property on December 31, 2007, we obtained a loan for
approximately $85.4 million. The loan bears interest at 30-day LIBOR (approximately 4.60% at Decembér 31,
2007) plus 1.72% on the first $57.3 million and 0.25% on the remaining $28.1 million. The loan is collateralized
by a 450-unit apartment complex in Boca Raton, Florida and will mature on January 2, 2015. On January 2, ~ -
2008, we entered into an interest rate hedging instrumem'that“svﬁapped the rate on the first $57.3 miilion of debt
to a blended fixed rate of 6.0% per year, and on the next $16.7 million to a blended rate of 5.80% for, the term of
the loan (of which 1.25% is deferred until maturity). This hedging instrument was designated as a cash flow
hedge of interest payments from inception of the hedge.

On February 9, 2007, we obtained a loan for $24.7 miltion that is collateralized by mortgages on five golf
properties. The loan bears interest annually at a fixed rate of 6.35% for a term of ten years, with monthly )
payments of principal and interest based on a 25-year amortization period and a final payment of the remaining
principal amount and interest due upon maturity. Prepayment for the loan is prohibited for the first two years
after which early repayment is subject to a prepayment fee. The loan'is cross-defaulted with our other golf
financings obtained from the same lender. Co '

On February 13, 2007, we entered into a $20.0 million revolving line of credit agreement. On April 23,
2007, the bank extended the maturity of our $20.0 million revolving line of credit dated February 13, 2007, from
May 1, 2007 through July 31, 2007, On July 13, 2007, we entered into an amended and restated loan agreement
converting the $20.0 million revolving line of credit agreement dated February 13, 2007 to a $25.0 million three
year, non-revolving construction loan with substantially similar terms as the original line of credit. The
construction loan is being used to finance improvements at the Bretton Woods Resort.
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On March 23, 2007, we obtained a loan for $111.5 million that is collateralized by mortgages on five ski
properties. The loan bears interest annually at a fixed rate of 6.11%, for a term of seven years, with monthly -
payments of principal and interest based on a 20-year amortization period. A balloon payment for the remaining
principal and interest is due upon the loan’s maturity at the end of seven years. Prepayment is permitted upon
payment of a fee. '

On April 6, 2007, we acquired a portfoho of three waterparks and four theme parks for an aggregate
purchase price of $312.0 million, consisting of $290 0 million in cash and an unsecured subordinated promissory
note in the original principal sum of $22.0 million. The note has a term of 10 years, requires annualk principal
paymems of $1.7 million, bears interest annually at a fixed rate of 8.75% ‘and has a balloon payment for the then
remaining principal and 1ntere§t due at the end of ien years.

On June 8, 2007, we borfdwed approximately $42.0 million as part of a series of golf course property
financings. The borrowing is comprised of eight separate loans, each of which is collateralized by a mortgage or'
deed of trust on one golf course property. Each loan bears interest annually at a fixed rate of 6.58% for a term of
ten years, with monthly payments of principal and interest based on a 25-year amortization period. At the end of
ten years, there is a balloon payment for the remaining principle and interest due on the loan. Prepayment on the
loan is prohibited for the first two years, after which early prepayment is allowed but is subject to a prepayment
fee. The loan is cross-defaulted with our other golf financings obtained from the bank.

As of December 31, 2007 and 2006, we had the following indebtedness (in thousands):

Eollaleral &
PE“”‘"“‘““ . Balance as of
CarCrglllgge‘r;allg: of Interest Maturity December 31,
. December 31, 2007 Rate +  Date 2007 2006
Variable rate debt: .
Mortgagedebt ................ .. 1lifestyle residential 30-day
: ‘property, $106.8 LIBOR + :
million Spread 1/2/2015 $ 85413 § —
Mortgagedebt .................. 1 ski and mountain 30-day
lifestyle property, LIBOR + :
"$51.7 million 2.00% 7172010 - 3,587 C—
Total variable rate debt ....... ' - $ 89000 § —
Fixed rate debt:
Mortgage debt .................. 8 golf properties, ' o
' ) _ $83.8 million ) 6.58%  7/1/2017 41,685 —
Mortgagedebt ........... ... ..., 5 ski and mountain
lifestyle properties, )
$225.8 million 6.11%  4/5/2014 109,560 —
Seller financing ................. n/a 875%  4/112017 22,000 —
Mortgage debt® ... ... ... ..., 5 golf properties, ' '
' : $38.3 million 6.35%  3/172017 24,370 —
Mortgagedebt ... ... ... .. ... 3 golf properties, ‘
‘ $93.3 million 6.33% 12/1/2016 45909 46,636
Mortgage debt .............. PR 3 golf properties,
$30.7 million 6.18% 12/1/2016 16,258 16,522
Seller financing ................. n/a 520% 6/19/2009 338 338
Seller financing ... 0............. collateralized by an '
‘ $8.0 million certificate of : ' '
. deposit 5.77% 6/19/2010 6,500 6,500
Total fixed rate debt .......... ‘ 266,620 69,996
Total debt ....... [ - $355,620  $69,996
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-+ See the section below entitled “Off Balance Sheet and Other Arrangements—Borrowings of Our
Unconsolidated Entities™ for a description of the borrowings of our uncensolidated entities.

2

Operating Cash Flows

Our net cash flow provided by operating activities was approximately $117.2 million for the year ended
December 31, 2007 which consisted primarily of rental revenues, interest income on mortgages and other notes
receivable, interest earned on uninvested offering proceeds, the receipt of distributions from our unconsolidated
entities and $24.0 million in security deposits from ouf third-party tenants, offsét by payments made for -
operating expenses (including asset management fees to our Advisor), as compared to the net cash flow from
operating activities of approximately $45.3 million for the year ended December 31, 2006. The fluctuation in
operating cash flow is principally due to the increase of our total assets under management and the related
revenues and cash ﬂows generated from these investments. Net cash flow provided by operating activities was
approximately $4.6 million for the year ended December 31, 20035, which consisted primarily of interest income
earned on cash in bank accounts offset by payments made for operating expenses.

o

Distributions from Unconsolidated Entities

As of December 31, 2007, we had investments in ten properties through unconsolidated entities. We are
entitled to receive quarterly cash distributions from our unconsolidated entities. For the years ended
December 31, 2007 and 2006, we were declared operating distributions of approximately $13.5 million and $15.0
miltion, respectively, from the operation of these entities. These distributions are generally received within 45
days afier each quarter end. Distributions receivable from,our unconsolidated entities as of December 31, 2007 .
and 2006 were appmximately $3.2 million and $2.2 million, respectively.

The followmg table summarizes the change in dlSLI‘lbuIlOnS declared to us from our unconsohdated emmes
(in thousands): '

+
4

. . Wolf DMC Intrawest .
Period Partnership®)  Partnership'? Venture® Total
Year ended December 31,2007 . ... ... .. ... ... ... ...... $ — $10,302 $ 3,168 $13470
Year ended December 31,2006 .......... ... ... . ... . ..., 310 10,232 ‘4,498 . 15,040

Increase (decrease) ........... e e 3310 $ 70 $(1,330) _$(1,570)

FOOTNOTES: ' . ‘ .

(1) The Wolf Partnership has been adversely affected by a regional economic downturn impacting the
Sandusky, Ohio property and by greater than expected competitive pressures, including competitor rate cuts
and expansion, at both the Wisconsin Dells and Sandusky, Ohio locations. We expect that cash flows will
continue to be affected by these economic and competitive pressures and do not expect to receive any
distributions in the near term. We aré working with our partner and operator to develop strategies that seek

‘to improve the performance of the properties and our returns over the long-term at both of these locations.
In addition, On March -1, 2006, the Wolf Partnership obtained a $63.0 million loan encumbering its two
waterpark resort properties. The decrease in the distribution declared was partially due to a decrease in cash
available for distribution as a result of debt service payments being required for the entire year of 2007 as
compared to the.partial year in 2006. -

(2) The distribution for the year ended December 31, 2007 was greater due to an increase in operating cash
distributions as a result of an increase in lease basis from the lighting expansion at the Trade Mart and an
increase in percentage rent.

(3) The agreements governing our ventures provide for us to receive a preferred return on our invested capital
ahead of any returns to our partners. Poor performance at certain resort locations resulted in‘a reduced !
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amount of cash flows available. for distribution to us in 2007. In addition, during 2006 the Intrawest Venture
received guarantee payments from Intrawest totaling $0.4 million which increased the amount of
distributions we received, however, this guarantee was no longer available in 2007.

Uses of Liquidity and Capital Resources
Property Acquisitions and Investments in Unconsolidated Entities

Since our inception we have used proceeds from our common stock offenngs to acquire new properties,
make additional capital improvements at existing properties ‘and make investments in unconsolidated entities.
During the three years ended December 31, 2007, we inyested the following amounts in the acquisition of new
propertigs (in thousands):

Number of

. . Properties Aggregate Purchase Price
Year X ‘ Owned Directly  (including transaction costs)
2005.......... R DO | | $ 20,104
2006 . . e 42 445,726
7 47 1,129,451

Total . .ovee e '90 $1,595,281

Additionally, for the years ended December 31, 2007, 2006 and 2005, we invested an additional $24.5
million, $1.2 million and zero, respectively, in capital improvements at existing properties and invested
approximately $0.09 million, $15.3 million and $!58.8 million for the years ended December 31, 2007, 2006 and
2005, respectively, in three unconsolidated entities that collectively own ten properties.’

As of December 31, 2007, we were committed to acquire four additional properties (one of which was
acquired in March 2008) and to fund equipment replacements and other capital improvements for certain existing
properties. We also have potential obligations to pay additional contingent purchase consideration related to
some of the properties we acquired if those properties achieve certain performance thresholds. See “Events
Occurring Subsequent to December 31, 2007” and “Commitments, Contingencies and Contractual Obligations™
for additional.information.

) . . . 1
Mortgages and Other Notes Receivable

During the years ended December 31, 2007, 2006 and 2005, we loaned $22.0 million, $101.0 million and
$3.0 million, respectively, to third-party borrowers under 11 loans. One such loan for $3.0 million was repaid
during 2006. In December 2007, one other loan was discharged when we received title to the collateral property
in a foreclosure sale.

Distributions | . -

We intend to pay distributions to our stockholders on a quarterly basis. The amount of distributions declared
to our stockholders will be determined by our board of directors and is dependent upon a number of factors,
including expected and actual net cash from operations for the year, our financial condition, a balanced analysis
of both current and expected long-term stabilized cash flows from our properties, our objective of continuing to
qualify as a REIT for federal income tax purposes, the actual operating results of each quarter, €COonomic
conditions, other operating trends, capital requirements and avoidance of volatility of distributions. Operating
cash flows are expected to be generated from properties, loans and other permitted investments acquired or made
by us.

We do not pay distributions from proceeds from our common stock offerings. We have historically made,
and may continue to make, advances under our revolving line of credit to temporarily fund the payment of
distributions at the end of each fiscal quarter. We currently have up to $100.0 million liquidity under our
revolving line of crédit. ‘ o
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The distributions declared and paid during the years ended December 31, 2007, 2006 and 2005 were $94.1
million, $33.7 million and $10.1 million, respectively, and exceeded net income for the year ended December 31,
2007, 2006 and 2005 by approximately $58.5 million, $14.3 million and $3.5 million, respectively. Distributions
to stockholders may be considered a return of capital to the extent the amount of such distributions exceeds net
income calculated in accordance with generally accepted accounting principles (“GAAP”). Accordingly, for the
years ended December 31; 2007, 2006 and 2005, approximately 62.2%, 42.5% and 34.8%, of the distributions
represented a return-of capital, if calculated using GAAP net income as the basis. Approximately 42.0%; 28.1%
and 48 1% of the distributions for the years ended December 31, 2007, 2006 and 2005, respectively, constitute a
return of capital for federal income tax purposes. No amounts distributed to stockholders are required to be or
have been treated ds a return of capital for purposes of calculating the stockholders’ return on their invested
capital as described in our advisory agreement.

The following table compares cash flows prov1ded by operations to cash distributions declared (m
thouszmds)

-+

o : , Year Ended December 31, -

2007 2006 2005
Cash flows provided by operations ................ [ $117.212 $45293  § 4,616
Distributions declared . ......... ... ... ... . ..o ... '94,067 33,726 10,096
Excess (deficiency) ...... ... .. c$ 23,145 §11,567  $(5.480)

In 2003, thé deficiency was temporarily funded with an advance under our revolving line of credit.

Common Stock Redemptions

For the years ended December-31, 2007, 2006 and 2005, approximately 663,000 shares, 280,000 shares and
24,000 shares, respectively, were redeemed at approximately $6.2 million, $2.7 million and $0.2 million,
respectively, for an average price per share of $9.42, $9.50 and $9.50, respectively. These shares are considered
retired and will not be reissued. ; .

Stock Issuance Costs and Other Related Party Arran gements

On June 1, 2007, our advisor filed a certificate of conversion with the State of Florida to change its name
and form of entity from CNL Income Corp. to CNL Income Company, LLC. The certificate of conversion will
have no effect on the Advisory Agreement and related agreements except to change the name from CNL Income
Corp. to CNL Income Company, L:LC and to change the form of advisor from a corporation to a limited liability
comparny.

Certain of our directors and officers hold similar positions with CNL Income Company, LLC, which is both
a stockholder and our Advisor, and CNL Securities Corp., which is the managing dealer for our public offerings.
Qur chairman of the board indirectly owns a controlling interest in CNL Financial Gréup, the parent company of
our Advisor. These entities receive fees and compensation in connection with our stock offerings and the
acquisition, management and sale of our assets. Amounts incurred relating to these transactions were
approximately $117.4 million, $106.8 million and $41.8 million, for the years ended December 31, 2007, 2006
and 2003, respectively. Of these amounts, approximately $3.6 million and $11.1 million are included in the due
to related parties in the accompanying consolidated balance sheets as of December 31, 2007 and 2006,
respectively. CNL Income Company, LLC and its affiliates are entitled to reimbursement of certain expenses and
amounts incurred on our behalf in connection with our organization, offering, acquisitions, and operating
activities. Reimbursable expenses for the years ended.December 31, 2007, 2006 and 2005 were approximately
$9.2 million, $9.5 million and $14.9 million, respectively, °
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Additionally, pursuant to the advisory agreement, we will not reimburse our Advisor any amount by which
total operating expenses paid or incurred by us exceed the greater of 2% of average invested assets or 25% of net
income (the “Expense Cap”). The firstapplicable expense year and measurement period was the twelve months
ended June 30, 2005, for which our operating expenses exceeded the Expense Cap by $0.4 million. In accordance
with the advisory agreement, such amount was recorded as a reduction in general and administrative expenses
and was reimbursed by our Advisor. For each year ended following the initial measurement period including the
Expense Year ended December 31, 2007 and 2006, operating expense did not exceed the Expense Cap.

We maintain accounts at a bank for which our chairman and vice chairman serve as directors. We had
deposits of approximately $1.9 million and $3.5 million in those accounts as of December 31, 2007 and 2006,
respectively.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Consolidation. Our consolidated financial statements include our accounts, the accounts of variable interest
entities (“VIEs”) in which we are the primary beneficiary and the accounts of other subsidiaries over which we
have control. All inter-company transactions, balances and profits have been eliminated in
consolidation. Interests in entities acquired are evaluated for consolidation based on Financial Accounting
Standards Board Interpretation No. 46 (revised December 2003) “Consolidation of Variable Interest Entities”
(FIN46R™), which requires the consolidation of VIEs in which we are deemed to be the primary beneficiary. If
the interest in the entity is determined to not be a VIE under FIN 46R, then the entity is evaluated for
consolidation under the American Institute of Certified Public Accountants’ Statement of Position No. 78-9,
*“Accounting for Investments in Real Estate Ventures,” (“SOP 78-9"), as amended by Emerging Issues Task
Force No. 04-5, “Determining Whether a General Partner, or the General Partners as a Group, Controls a Limited
Partnership or Similar Entity When the Limited Partners Have Certain Rights” (“EITF 04-57).

The application of FIN 46R, SOP 78-9 and EITF 04-5 requires management to make signiﬁcam estimates
and judgments about our and our venture partners’ rights, obligations and economic interests in the related
venture entities. For example, under FIN 46R, there are judgments and estimates involved in determining if an
entity in which we have made an investment is a VIE and if so, if we are the primary beneficiary. This
inctudes determining the expected future losses of the entity, which involves assumptions of various possibilities
of the results of future operations of the entity, assigning a probability to each possibility and using a discount
rate to determine the net present vatue of those future losses. A change in the judgments, assumptions and
estimates outlined above could result in consolidating an entity that should not be consolidated or accounting for
an investment on the equity method that should in fact be consolidated, the effects of which could be material to
our the financial statements.

Investments in unconsolidated entities. The equity method of accounting is applied with respect o
investments in entities for which'we have determined that consolidation is not appropriate under FIN 46R,
SOP 78-9 or EITF 04-05. We recognize equity in earnings from our unconsolidated entities under the
hypothetical liquidation at book value (“HLBV”) method of accounting due to the capital structure of those
entities and the rights and priorities of the partners. The HLBV method difters from other generally accepted
accounting methods in which an investing partner recognizes the percentage of a venture’s net income or
loss based upon the partner’s percentage of ownership. Under the HLLBV method, we must estimate at
the balance sheet date what we would receive or be obligated to pay in accordance with the governing
agreements if our unconsolidated entities were to liquidate all of their assets, pay their debts and distribute the
remaining equity at book value. As a result, we recognize income (equity in earnings) in each repotting period
equal to the change in our share of assumed proceeds from the liquidation of the underlying unconsolidated
entities at depreciated book value. Under this method, in any given period we could be recording more or
less income than actual cash dlstnbuuons received and more or le%s than we may receive in the event of an actual
1|qu1dat10n

Allocation of purchase price for acquisition of properties. We allocate the purchase costs of properties to
the tangible and intangible assets acquired and the liabilities assumed as provided by Statement of Financial
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Accounting Standards No. 141, “Business Combinations” and No. 142 “Goodwill and Other Intangible Assets.”
For each acqmsmon we assess the value of the land, the as-if vacant building, equxpment and intangible assets
including in-place lease origination costs, the above or below market lease values and other intangibles based on
their estimated fair values. The Values determined are based on independent appraisals, discounted cash flow
models and ouf estimates réflecting the facts and circumstances of each acquisition, Initial valuations’and
allocations are subject to change until our information is finalized, which is no Jater than 12 months from the
acquisition date. Changes in estlmates and judgments refated to the allocatlon of purchase price could ‘result in
the over or understatement of our varlous real estate or intangible assels, Wthh may impact deprecnatlon andlor
arnortlzatlon expense and our results from operanons '

Leases. Our leases are accointed for under the pr0v1s10ns of Statement of Financial Accounting Standards °
No. 13, “Accountmg for Leases,” (“FAS 13") and have been accolnted for as operating leases. This statemem
requires management to estimate the economic life of the leased property, the residual value of the leased’
property and the present value of minimum lease payments to be received from the tenant. Changes in our
estimates or assumptmns regarding collectablhty of lease payments, the residual 'value or economic hves of the
leased propeny could result in a change i in accountmg for the lease K

" Revenue Recognition. We recognize révenue in accordance with the guidance contained i Staff
Accounting Bulletin, No. 101 and FAS 13. Rental revenue is recorded on the straight-line baSlS over the terms of
the leases. Percentage rent that is due contingent upon tenant performance, such'as gross revenues, is deferred
until the underlying performancé thresholds have been reached. The deferred portion of interest on mortgages |
and Othef notes receivable is recognized on a straight line basis over the term of the correspondmg note. Changes
in our estimates or assumptions regarding collectability of lease and loan interest payments could result in a
change i in mcome recognition and 1rnpact our results of operatlons.

o : , b

Impairments. For real estate-owned’ dlrectly, we momtor events and changés in mrcumstance that may
indicate that the carrying amounts of the real estate dssets may not be recoverable. When such events or changes
in-circumstances are present, we will assess potential'imipairment by comparing estimated future undiscounted
operating cash flows expected to be generated over the lifé of the asset and from its eventual disposition, to the
carrying amount of the asset. In the event that the carrying amount exceeds the estimated future undiscounted
opérating cash flows, we would recognize an impairment loss to adjust the carrying amount of the asset to the
- estimated fair value. For real estate investments accounted for under the equity method, we compare the - o
estimated fair value of our investment to the carrying value at each reporting date. To the extent the fair value of
the investment is less that the carrying amount, and the decline in value is determined to be other that a
temporary decline, an impairment charge will'be recorded. The estimated fair value of our investment is
determined based on internal valuation models which are based on a variety of assumptions relating to future
performance of the-underlying operations Changes in these assumptions'could have a positive or negative impact
on the estimated fair value of our investments and therefore, could affect our conclusmn regarding any -
lmpalrment ' ' '

' . s ' . ot . .

Mortgages and Other Notes' Receivable. Mortgages and other notes receivable are.recorded at the stated
principal amounts net of deferred loan origination costs or fees: A loan is considered to be impaired when, based
on current information and events, it is probable that+we will-be unable to collect all amounts due according to
the contractual terms of the note: An allowance for loan loss is calculated by comparing the carrying value of the
note to the estimated fair value of the underlying collateral. Increases and decreases in the allowance due to
changes in the measurement of the impaired loans are included in the provision for loan loss not to exceed the
original carrying amount of the loan. Interest income on performing loans is accrued as earned. Interest income
on impaired loans is recognized as collected. The estimated fair market value of the underlying loan collateral is
determined by management using appraisals and internally developed valuation methods. These models are
based on a variety of assumptions. Changes in these assumptlons could posmvely or neganvely lmpact thé
valuation of our 1mpa1red loans. oo _ - r . . o

* Coar <, o . . -t ) '
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IMPACT OF RECENT ACCOUNTING PRONCGUNCEMENTS

In July 2006, the FASB issued FASB Interpretatlon No. 48, “Accounting for Uncertainty in Income Taxes
an interpretation of FASB Statement No. 109 (“FIN 48™). FIN 48 prescribes a recognition threshold and
measurement attribute for the financial statement recognition and measurement of a tax position taken in a tax
return. We must determine whether it is “more- likely-than-not” that a tax position will be sustained upon '
exammatlon including resolution of any related appeals or litigation processes, based on the technical ments of
the pmltlon Once it is determined that a position meets the more-likely-than-not recognition threshold, the i
position is measured to determine the amount of benefit to recognize in the financial statements. FIN 48 applies
to all tax positions related to income taxes subject to FASB Statement No. 109, “Accounting for Income Taxes”.
The mterpretatton clearly excludes income tax positions related to FASB Statement No. 5, “Accounting for
Contmgenc:es ""We adopted this statement and ana]yzed our material tax positions under FIN 48 and have
determined that we have not taken any uncertain tax positions within the meamng of the mterpretation

In September 2006, the FASB 1ssued FASB Interpretatlon Number 157 “Fair Value Measurement” (FAS
157). FAS 157 creates consistency in valuing all assets and liabilities. Fair value is defined as what would be
received to sell an asset or paid to transfer a liability in a transaction between market participants at the
measurement date. FAS 157 requires certain methdds to be used to measure fair value and expands disclosures.
about fair value measurements. The application,of this pronouncement is effective in fiscal periods beginning
after November 15, 2007. In February 2008, the FASB issued a Staff Position that will (i) partially defer the
effective date of FAS 157, for one year for certain nonﬁnanc1al assets and liabilities and (ii) remove certain
leasing transactions from the scope of FAS 157. The adoptlon of FAS 157 is not expected to have any significant
impact on our current practice nor on our financial posmon or results of operatlons

In February 2007, the FASB issued Statement of Financial Accountmg Standard No. 159, “Fair Value
Option for Financial Assets and Fmancnal Liabilities” (FAS 159)..FAS 159 permits entities to choose to measure
many financial instruments and certain other items at fair value. The objective is to improve financial reporting :
by providing entities with-the opportunity to mitigate volatility in reported earnings caused by measuring related
assets and liabiliries differently without having to apply complex hedge accounting provisions. This Statement is
expected to expand the use of FAS 157:“Fair Valug Measurement” discussed above. The application of this
pronouncement does not have a significant impact to our current practice nor on our financial position or results
of operations. | . ‘ '

In June 2007, the Accounting Standards Executive Commitiee of the American Institute of Certified Public
Accountants (“AICPA"™) issued Statement of Position 07-1, “Clarification of the Scope of the Audit and -
Accounting Guide Investment Companies and Accounting by Parent Companies and Equity Method Investors for
Investments in Investment Companies” (“SOP 07-17). SOP,07-1 addresses when the accounting principles of the
AICPA Audit and Accounting Guide “Investment Companies” must be applied by an entity and whether
investment company accounting must be retained by a parent company in consolidation or by an investor in the
application of the equity method of accounting. Companies that retain investment company accounting in the
parent company’s consolidated financial statements or the financial statements of an.equity method investor.
SOP 07-1 is effective for our fiscal year beginning Jdnuary 1, 2008, however, in October 2007, FASB agreed to
propose an indefinite delay,and in February 2008, FASB issued a final Staff Position to indefinitely delay, the
effective date of SOP 07-1. We do not believe we are an investment company under the provisions of SOP.07-1
and do not expect to retain specialized investment company,accounting for any of our consolidated or equity
method-investments where the investment entity may be deemed an-investment company. Accordingly, we do
not expect the adoption of SOP 07-1 to have a material impact on our financial position or results of operations.

4
v 0

In December 2007 the FASB issued statement of Financial Aceountmg Standard No 160, “Non-
Controlling Interest in Consolidated Financial Statements” (FAS 160). FAS 160 applies to all entities that
prepare consolidated financial statements, except not-for-profit organizations. This-statement calls for (i) all
non-controlling interest to be recognlzed in the equity section of the consolidated balance sheets apart from the
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parent’s equity, (ii) requires the amount of consolidated net income attributable 10 the parent and to the
non-controlling interest be clearly identified and presented on the face of the consolidated statement of income
and (iii) and requires that changes in a parent’s ownership interest while the parent retains its controlling
financial interest in its subsidiary be accounted for consistently. The application of this pronouncement is
effective in fiscal penods on or after December 15, 2008 and is not expected to have a significant impact on our
financial position or results of operations.

In December 2007, the FASB issued statement of Financial Accounting Standards No. 141 (revised),
“Business Combinations” (“FAS [41R"). FAS 141R (i) requires the acquiring entity in a business combination to
recognize assets acquired and liabilities assumed, (ii) establishes the acquisition date fair value as the
measurement objective for all assets acquired and liabilities assumed and (iii) requires entities to disclose to
investors and other users additional information they need to evaluate and understand the nature and financial
effect of the business combination. Additionally, FAS 141R requires an acquiring entity to immediately expense
all acquisition costs and fees associated with an acquisition. The application of this pronouncement is effective in
fiscal year beginning after December 15; 2008. The adoption of FAS 141R will have a significant impact on our
operating results because of the highly acquisitive nature of our business. In 2009, we expect (o have an
immediate reduction in our net income attributable to new acquisitions since acquisition costs and fees which
have hlstoncal]y been capitalized and allocated to the cost basis of our properties will instead be expensed
1mmed1alely as incurred. Post acquisition, there will be a subsequent positive impact on net income through a
reduction in depreciation expense over the estimated life of the properties as a result of acquisition costs and fees
no longer being capitalized and depreciated.

[Intentionally left blank]
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REsSULTS oF OPERATIONS . . .

2007 AS COMPARED 10 2006

The folllowiﬁg table sunmarizes our operations for the year ended December 31, 2007 as compared to
December 31, 2006 (in thousands except per share data):

Year Ended
e ' December 31, '
2007 - . 2006 $ Change * % Change
Revenue: ‘ K o ' ' . o '
Rental income from operating leases ... ...... U $122,879 '$15,926  $106,953 671.6%
Interest income on mortgages and other notes receivable . .. .. C11,018 0 6,210 4,808 - 774%
Other operating income . ... .. T, e -+ 7,286 120 7,166  5971.7%
Total revenue . ...... e e _ 141,183 22,256° 118,927  534.4%
Expenses: ‘ . .o :
Asset management fees to Advisor ........ e . 14,804 5,356 9,448 176.4%
General and administrative ................. P 9,953 5.464 4,489 82.2%
Ground lease and permitfees ................. ... . .. ... 5,761 1,277 4,484 351.1%
Repairs and maintenance . ... ... N L. 2,090 42 2,048 - 4876.2%
Other operating XPenses . .. ................. AP 8,283 150 8,133 - 5422.0%
Depreciation and amortizalion . ...........o.eeeeiaae. 64,883 8,489 56,394 664.3%
Total €XPeNSes - .. ... ... oveeevaranaan oo 105774 20778 84996  409.1%
OPperaiing INCOME . . ..o v oo rees 35,409 1,478 33,931 2295.7%
Other income (expense):
Interest and otherincome . ............co.vvnn e 11,135 7,890 3,245 41.1%
Interest expense and loan cost amortization ............... (14,757) (986) (13,771) -1396.7%
Equity in earnings of unconsolidated entities .............. 3,738 11,003 (7,265) -66.0%
“Total otherincome . ........... ... il 116 17,907  (17,791) -09.4%
Net income . ... .. e e $ 35,525 319,385 $ 16,140 83.3%
Earnings per share of common stock (basic and diluted) ......... $ 022 $ 031 $ 0.O% -29.0%
Weighted average number of shares of commeon stock outstanding
(basicanddiluted) ...... ... i 159,807 62,461

[Intentionally left blank]




Rental income from operating leases. The significant increase in rental income for the year ended
December 31, 2007 as compared to December 31, 2006 was principally due to the acquisition of 47 new
properties in 2007 and the rents generated from those properties. The following analysis quantifies the total rental
income generated from our properties based-on the year in which the properties were acquired and leased, and the
increases in rental income attrlbutable to those properties on a comparatlve basts year-over year: ‘

Percentage Percenlage Percentage
Total Rental Income of Total of Total of Total

Number (in thousands) for the 2007 2006 Increase in
: of Year Ended Rental Rental Rental
Properties Subject to Operating Leases . Properties ©  « December 31, [ncome Income Income
2007 2006 v, .
Acquiredin2005 .............. e " 1 $ 3573 % 3,554 2.9% 223% <0.1%
Acquiredin2006 .................. e 41 47957 12,372 39.0% 71.7% + 333%
Acquired in 2007 ,............ s 2 46 71,349 —  5R81% — . 66.7%

Total .. ... TR . 88 © $122,879 815,926  100.0% -+ 100.0%  100.0%

FOOTNOTES: - ' o ¢ .

-

(1) Two of our eonsolldated propertles Wwere not leased on a long-term triple-net lease basas at December 31,
2007. The Cowboys ‘Golf Ciub was operated through a TRS as noted in “other operating income and
expenses” below, and we took litle to our. Mtzner resndent:al property on December 31, 2007.

. .Approximately 58.1% of total rental income for the, year ended December 31, 2007 was denved ’
frorn properties that were newly acquired in 2007, which accounted for over 66.7% of the total increase in rental
income. Approximately 39.0% of totdl rental | 1ncome for 2007 or 33.3% of the increase in rental income
was related to properties that were acqu1red in 2006. This resulted in a partial year of rental income being
recognized in fiscal year 2006 as compared to a full year in 2007. Only one of our properties was owned and
leased for the entire two years ended December 31, 2007 and 2006 which generated approximately $3.6 million,
or 2.9% and 22 3% of total rental income, respectwely

Imeresr income on mortgages and orher notes recewable Between. September 2005 and December 2007, we
made 11 loans to third-party borrowers, which resulted in interest income of approximately $11. 0 million and
$6.2 mllhon for the years ended December 31,2007 and 2006, respectlvely On August 14, 2006, one of the
loans was repald in full and on July 9, 2007, one loan was deemed lmpatred and we subsequently received titie to
the collateralized property in exchange for the forgiveness of our note receivable and the assumption of senior
debt which was refinanced. See “Loan Impairments” below for addlttonal mformatton

Other operarmg income and expense The i 1ncrease in other operatmg income and expense was pnmanly
due to our ownership of the Cowboys Golf Club, which was operated through a TRS under a management
agreement with Evergreen Alliance Golf Limited, L.P. (“EAGLE Golf™), for the entire year, of 2007 as compared
to one month in 2006. On January 1, 2008, we terminated our management agreement and mmultaneously .
entered into a long-term, triple-net lease agreement wnh EAGLE Golf for this property. Accordingly, i in the
future we will receive rental income under the operanng lease for th1s property instead of golf course operatmg

revenues and expenses. ]

Asset management fees to Advisor. Asset management fees of 0.08334% of invested assets are paid to the
Advisor for the acquisition of real estate assets and maklng loans. For the years ended December 31, 2007 and
2006 asqet management fees to our Advisor were approx1mate]y $14.8 million and $5.4 million, respectively.
The incrédse in such fees is due to the acquisition of addmonal real estate properues and loans made dunng 2007

General and administrative. General and administrative expenses were approximately $10.0 million and

$5.5 miilion for the years ended December 31, 2007 and 2006, respectively. The increase is primarily due to the
overall increase in our operating activities as a result of the propertics we have acquired.
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Ground leases and,permits. Ground lease payments, park use and land permit fees are generally based on a
percentage of gross revenue of the underlying property over certain thresholds. and are paid by the tenants in
accordance with the terms of the triple-net leases with those tenants. These expenses have corresponding
revenues included in rental income above. For the years ended December 31, 2007 and 2006, ground lease and
permit fees were approximately $5.8 miilion and $1.3 million, respectively. The increase is attributable to the
growth of our property portfolio during 2007. The followmg are the properties subject to such leases or permits
as of December 31, 2007: =~ ° \

ool

" |. ' . Date

Properties o . Acquired  Description
EAGLE Golf Ponfoho (Amencan
TGOy e ... 12/19/07 Two long-term ground leases o
Sunday River Resort ................. 8/7/07 Long-term ground lease '
Holly Creek & Eagle Cove Marinas ... .. 8/1/07 Two long-term ground leases '
Mountain High SkiResort «............ 6/29/07 U.S. Forest Service ski area permit
The PARC Portfolio ............... . 4/06/07 Two long-term ground leases
Boyne USA Portfolio ................ 1/19/07 Two U.S. Forest Service ski area permits ‘
Booth Creek Ski Portfolio .. ........... 1/19/07 U.S. Forest Service ski area permit
Brighton SkiResort ................. 1/08/07 ' U.S. Forest Service ski area permit and oné ground lease
Marinas International . ............... 12/22/06  Five long-term ground leases ‘
EAGLE Golf Portfolio ............... 11/16/06 Three long-term ground leases
Family Entertainment Centers ....:.... 10/06/06 Three long-term ground leases
Bear Creek Golf Course ........ e 9/08/06 Special facilities ground leases agreement with Dallas/

' ‘ _ " Fort Worth International Airport Board
Cypress Mountain Ski Area I 5/30/06  Special park use permit from Canadran Provmc1a1

. : B Authority :
Hawaiian Fails .......... R 4/21/06 Two long-term ground leases
Gatlinburg ............oooiiiiiann. © 12/22/05 Long-term ground lease ’

Repairs and Maintenance. Repairs and maintenance expense represents expenditures of $2.1 mrllron and
$42,000 for the years ended December 31, 2007 and 2006, respectively, from capital reserve accounts for repairs
and maintenance at our, properties which could not be capitalized due to the routine and ongoing nature of these
activities. The%e expenditures, such as penodrc repainting of buildings, "do not substantially enhance the
propemes or increase the estimated useful lives and therefore cannot be _caplta]wed

Depreciation and amortization. Depreciation and amortization expénses were approximately $64.9 million
and $8.5 million for the years ended December 31, 2007 and 2006, respectively. The incréase is primarily due to
the acquisition of additional real estate properties in 2007.

" Interest and other income. The increase in interest income is a result of higher dverage balance and'an
increase in the average yield we received on our money ‘market accounts where we temporanly held uninvested
offering proceeds prior to using them to acquire real estate. During 2007, wé received an average yield of 4. 0%
as compared to an average yield of 4.24% during 2006. Our average uninvested offering proceeds, based on
month-end money market balances, was $205.2 million during 2007 as compared to $165.0 million during 2006.

Inierest expense and loan cost amortization. The increase in interest expense for the year ended
Decemiber 31, 2007 as compared to December 31, 2006 is attributable to the increase in notes and mortgages
payable as a result of acquisitions of properties. As of December 31, 2007 we had loan obligations totaling
$355.6 million with a weighted average fixed interest rate of 6.46%.

1
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Equity in earnings. The following table summarizes equity in earnings (losses) from our unconsolidated

entities (in thousands): 1

- v

For the Year Ended December 31,

. . . ) 2007 2006 $ Change % Change
Wolf Partnership . ... ...w.c00. ... .. TR $(4,779) $(1,970) $(2.809) (142.6)%
DMC PAMNership ... .o eoees i e 9430 9,059 421 4.6%
Tntrawest Venture . ........... SO e (963) 3,964 (4,927) (124.3)%
Oiherl ............................ P - (50) 50 n/a
© Total ............. e $3,738 $11,003 $(7.265)  (66.0)%

Ot . v .

"Equity in earnings decreaseil:by approximately $7.3 million for the year ended December 31, 2007 as
compared to the same period in 2006, primarily due to an increase in the loss we were allocated from the Wolf .,
Partnership of $2.8 million and a decrease in the income we were allocated by the Intrawest Venture of $4.9
million offset by an increase-of $0.4 million from the DMC Partnership. The Wolf Partnership continues to be
affected by a regional economic downturn impacting the Sandusky, Ohio property and by greater competitive
pressure, including competitor rate cuts and expansion, at both the Wisconsin-Delts and Sandusky, Ohio
locations. We continued to work with our partner and operator to develop strategies that seek to improve: the
pe:formance of the properties and our returns, however, the affects of the economic downturn and compeuuve
pressure is‘expected to continite to have an impact on our earnings in 2008. T

s

As discussed in our Slgmficant accounung policies, equity in earnings is recogmzed uqmg lhe HLBV
method of accounting which means we recognize income in each period equal to the change in our share of
assumed proceeds from the licjuidalion of the underlying unconsolidated entities at depreciated book value.
Because our equity in earnings is calculated in this manner due to the preferences WE recgive upon hqmdahon
we have historically recognized more income than the underlying unconsolidatéd entitiés have generated and our
partners have historically been allocated siganificant losses which offset the earnings that we have recorded for
these entities. During 2006, our partners’ unreturned capital in the Intrawest Venture was reduced to zeroasa
result of the losses they haye recogmzed and the distributions that they have recetved from this venture. Since the
dite that this. occurred, we no longer recognize’significant amounts of i mcome from this venture and in the future
may recognize losses that this entity incurs (on a GAAP basis) which is the primary reason for the reduction in
equity in earnings from the Intrawest Ventirre during 2007 as compared to 2006. Additionally, the operating
performance at certain of the Intrawest resorts declined as compared to the operating results in 2006 as a result of
rent collection jssues for multiple tenants at these properties. While this method of recognizing earnings, and
losses from the unconsolidated entities is not expected to have an impact on the distributions we receive, it will .
likely result in reductions_or fluctuations in our net income, earnings per share, funds from operations (“FFO™)
and FFO per share. For the years ended December 31, 2007 and 2006, we received cash distributions of
approximately. $12.9 million and $17.0 million, respectively, from our unconsolidated entities. ., » -, .. ..,

v L + ' by LIY PO oeowd wty

Net income and earnings per share Our net income and earmngs per share are volan[e as we are still in lhe
early stages of opération and are expenencmg signifi cant growth. These performance measures are slgmﬁcam]y
affected by the pace at whlch we raise offering proceeds and the time'It takes to accumulate and mvesl such
proceeds in real estate acquisitions and other incomme- producing investments. The accumulation'of funds aver
time in order 1o make large individually significant acquisitions can be dilutive to the earnings per share ratio,
Additionally, during the last 12 months we have been acquiring a significant number of properties that have a
greater. proportion of fi xtures and equipment (ski resorts, anracttom and marinas} | as compared tq the properties
previously acquired. This results in a shorter weighted average u%etul life for our portfollo which causes
proportionately higher depreciation expenqe than we have recorded in the past, which has a negatlvc impact on
net income and earnings per share but does not impact FFO.and FFQ per-share. Additionally, the reduction in
equity in earnings from 2008 to 2007 also negatively impacted our net income and eacnings per share. . St

! . . A f f
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2006 AS COMPARED TO 2005

The following table summarizes our operations for the year ended December 31, 2006 as compared to
December 31, 2005 (in thousands except per share data):

Year Ended
December 31,

. - §
' 2006 2005 Change % Change

Revenue: -
Rental income from operating leaees ............................... $15 926 $ 112 $15,814 14119.6%
Interest income on mortgages and other notes receivable .. .. .. .., e © 6,210 115 6,095 5300.0%
Other operating INcoMe .. oo ... it e 120 —_ 120 n/a
TOtAl TEVENUE . oo v v e ve v e v i L e .. 122256 . 227 22,029 -9704.4%
Expenses: - : - ' ’
Asset management fees to Advmor ........... e e 5,356 2,559 2,797 109.3%
«General and administrative . ... ... . . i W, 5464 2587 2877 1112%
Ground lease and permitfees ... ... . ... .. oo e 1,277 . 28 1,249 4460.7%
Repairs-and maintenance .., ........... e e v 42, — 42 nfa
Other operating expenses . . ... e e e - 150 . — 150 n/a
Depreciationr_and amortization . ... .. PP ) e P fee 8,489 . 37 8,452 22843.2%
Total expenses .......... . . iutieiviennniniains e e 20,778+ 5211 15567 298.7%
Operating income (1055') ........................... e 1478 (4,984) 6,462 129.7%
Other income (expense): - o Lo . | - L . :
Interest and otherincome .. ..., ... o te i 7860 1,346 - 6,544 486.2%
Interest expense and loan.cost amortization ... ......... e en (986) (69 (917 -1329.0%
Equity in eamnings of unconsolidated entities ... ............ e 11,003 10290, , , 713 6.9%
Total otherincome ... oooovninnnvos.innn it i 17,907 11,567 6,340 54.8%
Netincome ............... TR TR R e e $19,385 § 6,583 $12,802 194.5%
Earnings per share of ’con"lmon_ stock (basic and diluted) ................... $ 0318 0338$ (002) -61%

Weighted average number of shares of common stock outstanding (basic and <
dijuted) ..... O ey e P 62461 19,796

Rental income from operating ledses. The significant increase in rental income for the year ended
December 31; 2006 as comparéd to-December 31, 2005 was due-to the acquisition of 42 real estate properties
during 2006 all of which, except for one, were- leased on a long-term triple-net basis to third-party tenants as
compared to the single property that we acquired and leased in December 2005.-Prior to December 2005, we did
not own any properties that we consolidated in our financial statements and all of our investments were owned
through unconsolidated entities from which our primary source of income was equity in earnings.

Interest income. on mortgages and other notes receivable. Between Seplémber 2005 and December 2006, we
made eight foans to third-party borrowers, which resulted i in interest income of approximately $6.2 million and
$0.1 million for the years endecl December 31, 2006 and 2005 respectively. We had not made any | loans prior to
September 2005.

Other operating income amf expense. The increase in other operating income for the year ended
December 31, 2006 as c